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NorHinGa ever comes from the brilliant pen of Dr. Eugen 
von Boéhm-Bawerk, eminent as scholar and as Finance 
Minister, which does not contribute to clearness of thought, 
and thus to an ultimate unanimity of view, on the sub- 
ject treated. His recent vigorous articles on my theory 
of distribution have contributed to such a final agree- 
ment, not more by reason of the generous commendation 
which he bestows on certain parts of my work than by 
his acute criticism of certain other parts. The point 
which he has selected for the principal attack is the con- 
ception of the nature of capital which is carried thru 
the general theory. If his claim shall be accepted, and 
if that part of the work shall be discarded, the system 
will not, indeed, be destroyed, but will have to be restated 
by the use of cumbersome formulas. Comparing the sys- 
tem to a ship, one may say that it will not be reduced to 
the flotsam and jetsam of a wreck, but will merely have 
to be sailed somewhat inconveniently under a jury mast. 
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In the criticism itself this point is central, and, if it shall 
be so met as to enable the theory of capital to survive, 
the remaining criticisms must lose their principal effect, 
since they are all dependent upon the correctness or in- 
correctness of my statement of the nature of capital and its 
relation to instruments of production, or capital goods. 
At the outset I must claim that, if the view of capital 
expressed in my work deserves to be cast out of theo- 
retical thought, it should be cast out of practical thought 
as well; for all that this part of the theory aims to do is 
to put into explicit terms the idea of capital which has 
possession of business men’s minds, and, if this is not in 
accordance with facts, it will be necessary to bring about 
a somewhat revolutionary change in the mental attitude 
of men of affairs. Nothing is, I venture to affirm, held 
more generally and expressed more constantly by the 
men who own and use capital and by those who labor in 
connection with it than the concept which is under criti- 
cism. This unanimity of practical thought will be diffi- 
cult to change, and, moreover, it affords in itself more 
than a presumption of the correctness of the view so held. 
Beyond dispute it is the duty of the economist to de- 
scribe facts as they exist, and, in describing them, to use 
each term in a sense which is at least in harmony with the 
‘one which the evolution of popular language has attached 
to it. My claim is that a certain objective thing exists 
to which the name “capital” may be rightly applied, and 
that something also exists to which the name “capital 
goods,” may be properly applied; that these two entities, 
which at first glance may seem to be identical, are, on a 
second glance, found differing in an important particular; 
that both of them are essential parts of an economic 
theory, but that one cannot in such a theory be freely 
substituted for the other without producing very serious 
confusion. In the view of my distinguished critic what I 
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have defined as capital is something quite apart from 
facts and presumably apart from practical men’s idea of 
facts. It is, as he thinks, an unsubstantial figure, an 
empty form of speech and thought. It is even a “phan- 
tasm” and a “hobgoblin,’”’ belonging to the “mythology 
of capital.” Whether this view of it is or is not correct 
remains for the reader to determine. 

We are probably not on controvertible ground when 
we say that capital is productive wealth. So much, in 
the way of a definition, is so universally held that it 
scarcely requires any support from present argument. 
This definition may seem to involve a certain presumption 
in favor of a productivity theory of interest; for, if capital 
produces, the measure of its product would seem, off-hand, 
to afford a somewhat natural measure of its returns. In 
advance, however, of argument, I do not claim as much 
as this. No theory denies the existence of wealth in 
forms which do not directly satisfy consumers’ wants, but 
do aid in creating products which satisfy them. In that 
sense this variety of wealth is certainly productive. 

In distinguishing this variety of wealth from wealth 
devoted to consumption, we usually notice the kinds of 
goods which constitute each variety. On the one hand 
are tools of trade, hammers, wagons, engines, furnaces, 
iron ore, raw cotton: on the other hand are furniture, 
dwellings, clothes, food. Thus far the statement involves 
no break from common ones, and Minister von Béhm- 
Bawerk is correct in saying, of my reference to the processes 
by which capital produces, that it brings before the mind 
“the familiar features of capital goods,—machines, tools, 
buildings,”—and he is generously candid in saying, in a 
foot-note, “It is not to be forgotten that Professor Clark 
has said repeatedly, and with emphasis, that his true capi- 
tal exists only so long as it is incorporated in capital goods, 
and has taken the form of materials, tools, merchandise, 
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and the like.” Nevertheless, I plead guilty of saying that 
what is meant by capital as commonly used is ‘“‘not to be 
confounded with” that other entity that is described by 
the term “capital goods.”’ There is one important point in 
which the objective things suggested by these two terms 
are unlike, and the effect of that difference is far-reaching. 

What we mean by capital is a mass of things belonging 
to a certain genus. They are of the kind represented by 
the machines, tools, and buildings, referred to. If mankind 
could take an inventory of all the things of this kind in 
its possession at a single moment of time, it would find 
that they constitute, for that instant, its capital. For 
that microscopic period, capital would consist in the iden- 
tical machines, tools, buildings, which are seen and are 

; placed on the inventory. For one mathematical instant 

¢there is no difference between capital and capital goods. 
Particular instruments of production, every one of which 
can be identified, momentarily, constitute what we desig- 
nate as capital. Not for any two instants do these particular 
things do this. In another moment some of them will 
have gone, and others will have taken their places. At 
the end of a year very many will have gone, and at the end 
of five years the great majority of them will have done so. 
All the while we shall have had goods of this kind in 
possession, but not the goods with which we started. We 
shall have had thru the five-year period, and shall con- 
tinue to have thru many more such intervals, a mass of 
wealth the bodily composition of which is changing. The 
identity of the individual things in the mass will not be 
preserved. 

There is going on a continual expulsion and replacement 
of the component elements in that total which, thru any 
prolonged period of time, constitutes the possession of 
the capitalist. This permanent mass with the changeful 
composition is a thing to which a term of some kind must 
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be applied, and to which, in common thought, the term 
“capital” is applied. It is a body made up at each instant 
of some individuals belonging to a definite genus. The 
variety survives; the fact of a mass of goods of this kind 
persists; there is never a moment when there is not a 
body made up of material things of the kind described. 
But the body sustains itself, like that of a living animal, 
by waste and replenishment of tissue. It is this lasting 
body to which we are compelled to apply the term “capi- 
tal,” whenever we so use it as to attach to it any idea of 
continuance. 

A river is composed of drops of water. At any par- 
ticular instant we could, if we were capable of sufficiently 
rapid and extensive observation, identify the drops. Not 
for any two days is the river made up of the same drops. 
The body of an animal is made up of nervous, muscular, 
and bony tissue, but not of the same tissue for any length 
of time. A primeval forest is composed of trees, but not, 
thru the ages which its existence spans, is it composed 
of the same trees. The river, the animal body, and the 
forest are certainly not phantoms; and capital, maintained 
as it is thru the years and decades by a like replenish- 
ment of wasting corporeal tissue, is not so. Whatever 
questions may arise as to a use of terms, there is certainly 
no doubt of the objective existence and the continuance 
of such a body. 

The whole claim which I have made concerning capital 
is established if it is conceded that it has continuance. 
And on this point common thought is unequivocal. As 
the Hudson River, which flows by my door, is regarded 
as the same river that the Dutch explorer discovered in 
1609, so the capital, some portion of which may have been 
handed down from a father to his descendants for as long 
a period, is regarded as having a like continuance. If this 
mode of thinking and speaking be objectionable, it will 
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be necessary to speak of the Hudson River, not as a per- 
manent feature of the topography of the State of New 
York, but as something which existed at the moment 
when Hendrik Hudson first looked thru the entrance of 
New York Bay, and has never been seen since. It will 
be necessary to speak of the Hudson of 1609, the Hudson 
of 1610, that of 1611, and so on. It will be necessary to 
use a like terminology in speaking of persons. The ex- 
plorer himself was, at the moment of the discovery of the 
river, the Hendrik Hudson of 1609, while in the next 
year he was a different man. Each of us, in fact, will 
have to be regarded as constituting as many men as there 
are years in our lives. It will be a mistake to think of 
ourselves as fifty or sixty years old, and we shall have 
to substitute the idea of being a fiftieth or sixtieth repe- 
tition of our former selves. In short, the popular method 
of regarding bodies which are sustained by a replenish- 
ment of wasting tissue as continuous bodies will have to 
be given up altogether. There is no doubt that at the 
present time that mode of thinking is familiar to the 
human mind. The present Hudson is the original one, 
and so is the present Danube. The man has really lived 
for fifty years. The capital which was created fifty years 
ago has had the same continuity, tho there may not now 
be in existence any single article that helped to com- 
pose it at the outset. 

I have, then, in so treating casita, done nothing but 
to recognize an objective fact and to accept a common 
term for it. On the other hand there is no uncertainty 
as to the existence and the nature of capital goods. Each 
one of them has a beginning and an end. The term sug- 
gests things which can be identified and traced from their 
origin to the end of their existence. We can watch any 
one of them, say a loom, as the materials which constitute 
it slowly take shape in the furnace, the foundry, and the 
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machine shop from which it emerges as an active aid to 
production. We may further watch it as it does its work, 
is gradually worn out, and is finally cast into the junk 
heap. We can ascertain what, in a mechanical way, it 
has accomplished in that time; and, if it has had a com- 
mercial career, we shall see that during its active life as 
a producer it has done enough in the way of creating 
wealth to enable its owner to get another one like it and 
have a surplus for his own use, which is the income he has 
gotten from it. It is this fact—that every instrument 
of production which is well selected puts two distinct sums 
of wealth, or, as the popular expression is, of “money,” 
into its owner’s pocket, one of which he naturally uses in 
getting another instrument when the first is worn out, and 
the other of which he treats as an income and spends as 
he pleases—that gives capital permanence and makes it 
yield a return to its owner. The vitality and the abiding 
« power of the capital depend on the self-replacing power 
tof the capital goods. 

My critic has not accused me of forgetting the fact that 
capital goods wear out, and that a part of what they pro- 
duce has to be used in replacing them. With the candor 
with which he has endeavored to treat my entire theory, 
he has cited passages from my work in which these facts 
are stated. He has accused me of failing to give the needed 
proof of the fact that the income is created. There is, 
however, in the work under criticism a table in which the 
manner in which a capital good provides for the making 
of its own successor is particularly described. On page 
268 of the work referred to there is a table in which cer- 
tain letters represent four different raw materials, each 
of which, under the manipulation of a group of producers, 
gradually ripens into something which is fit for final use. 
The first three of these finished products, termed A’”, 

B’”’, and C’”, are consumers’ goods, while the fourth, 
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H’”’, is an instrument of production ready to do its work 
in helping to produce A’”’, B’”’, and C’”. 


A” BY” cw 
A’ B’ Cc” 
A’ B’ Cc’ 
A B 


The A’s in the table now represent an article of prime neces- 
sity in process of completion. Let us say that A” is food ready 
to be eaten, and that A is the rawest material that enters into it. 
Possibly A may be standing wheat, A’ threshed and winnowed 
wheat stored in the granary, A” flour, and A’”’ bread. B may 
represent the material for clothing, in the shape of wool on sheep’s 
backs; B’ may be wool washed, sorted and stored in the ware- 
house; B” may be cloth, and B’” clothing. The C’s may represent, 
successively, forest trees, saw-logs, lumber, and houses. Severely 
simple, indeed, would be the wants of a society that should con- 
tent itself with this list of articles. It is, perhaps, heroic theoriz- 
ing that creates such a society, even in imagination; but what we’ 
said before about the creating of an imaginary static society holds 
true here. We are putting a myriad of facts for the moment out. 
of sight, in order that we may isolate and clearly understand cer- 
tain other facts. The law that would apportion the labor and 
capital of a very simple society is, as we shall see, the one that 
actually apportions them in the most complex society that any- 
where exists. 

In every one of these sub-groups there is labor and capital; 
and, as we have seen, the material tissues of the capital—the con- 
crete things that compose it—are in a perpetual process of destruc- 
tion and renewal. How are the destroying and the renewing 
effected? The stock of passive goods wastes, whenever an A’”’, 
a B”, or a C’” is withdrawn for use; and it is replenished by the 
industry that continually goes on in all the sub-groups. So much 
we have already seen. The stock of active capital goods—the 
tools, machines, buildings, etc.—wastes by wearing out and by 
falling into natural decay. How is this stock replenished? There 
is, obviously, no power in the group of A’s directly to restore the 
active capital goods that are used up in making A”, for the whole 
power of this group exhausts itself in making A”. 

Somewhere, however, there is another group, which we may 
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represent by a series of H’s. Its function is to make tools, ma- 
chines, etc. In our highly simplified table we will let this group 
of H’s replenish all the waste of tissue that fixed capital suffers in 
the whole series of groups. H, H’, H”, and H’” now represent 
the materials that go into active instruments of production, and 
they represent them in four stages of advancement. H is the 
rawest material that goes into tools, etc., while H’” is the assort- 
ment of instruments ready’to be used. This succession is kept up, 
as in the case of the other groups; every evening finished H’’’s 
are taken away, and every day the stock of H’”’s is replenished 
by the transmuting of H” into H’’, H’ into H”, and H into H’, 
and by the creating of a new H. Forever intact is the series of 
H’s, and this means that the true capital in the instrument-making 
group remains unchanged in amount. 

Where do the H’”’s go, and what do they bring to the man in 
the H group? They go everywhere throughout the system, re- 
placing instruments that are worn out. Some of them go to A, 
some to B’, some to ©”, etc. Some of them go back into the dif- 
ferent sub-groups of the H series itself, to replenish the stock of 
instruments that are worn out in the making of instruments. 
The income which comes to the men in the sub-group H’” must, 
it is clear, come in the form of A’”, B’”’, and C’”. Themen in the 
last group in the table cannot eat the looms, the threshing-machines, 
the flouring mills, etc., that they are themselves making; but they 
must eat the bread represented by A’”’. They cannot wear their 
machines or dwell in mills; but they must have clothing and 
dwelling-houses. These they must get by taking some saad of 
the product of the first three groups. 


In view of this statement, which is further elaborated 
in the text, is it accurate to say that I have dodged any 
issue connected with the waste which instruments undergo, 
with the mode of replacing them and with the fact of the 
surplus which they yield, and which, as yielded by an end- 
less series of similar instruments, constitutes the interest on 
capital? Is it accurate to say that I have established the 
fact of a perpetual income from the abiding stock of capital 
goods by resorting to “necromancy” or by introducing 
a convenient “hobgoblin’’? Is it accurate to say that, 
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according to my theory, or any portion of it, that part of 
the product of a capital good which is not a net income 
for its owner, but is required for the replacement of the 
good itself, must go “presumably to labor”?' It goes 
to reward the labor and the capital which preserve a 
stock of capital goods from wasting away, or, in other 
words, for keeping capital permanently intact. 

The part of my work in which I am accused of having 
avoided this important issue is that in which I have traced 
interest to its source in the marginal productivity of social 
capital. In this part of the work the assumption is made 
that a quantity of labor is available at the beginning of 
a period and continues to be so, without increasing or 
diminishing, and that capital is set working in a succes- 
sion of increments. The product imputed to each incre- 
ment of capital is measured by the difference which its 
presence makes in the total output of industry. If we 
have had nine units of capital at work in connection with 
ten units of labor, and now add a tenth unit of capital, 
what we wish to know is to what extent the presence of 
that last increase enlarges the consumable income of 
society. There are two minus quantities and a plus 
quantity to be taken into account. Because of the pres- 
ence of the tenth unit of capital, the nine units which were 
there before, and which had all the labor of the society 
working in connection with them, are less intensively 
used. The labor must now apply itself to ten units of 
capital instead of nine, and the yield that is now secured 
in connection with the original nine units is somewhat 
less than it was. 

There is a second minus quantity to be taken into 
account, in that the tenth increment of capital consists 
of goods—or of those additions to goods which I have 
termed “capital elements”—and that these wear out in 
the using. The wasting tissue of the final increment of 
1 Page 259 of this Journal for February last. 
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capital is negative product,—an outgo instead of an 
income. 

As against these two minus quantities we offset the 
entire plus quantity which the presence of the new capital 
elements insures, and we find that it surpasses the sum of 
the two other quantities, and affords a net income, which 
is the product of a marginal unit of capital. It is not 
the gross product of marginal capital goods, for the reason 
that a part of that product is a mere offset for a waste, 
and is not a net product at all. The product of an instru- 
ment may be described as a gross amount which the 
presence of it brings into existence, regardless of the fact 
that during the use of the instrument a certain amount 
goes out of existence. When we turn our attention to 
the abiding stock of such instruments, we naturally find 
only a net product. Out of the stock something is going, 
into it something is coming, and in so far as the quantities 
are equal, the result is simply the maintenance of the 
stock. There is a further amount which comes into exist- 
ence which is not offset by any loss, and may be taken 
for consumption without rendering the permanent stock 


sinaller. It is by reason of this simple and obvious fact. 


that the product of the permanent stock or of capital may 

, always be regarded as net. It is measured by the re- 
; sultant effect which the presence of a unit of it has on the 
» total product of industry. 

Having in view the essential points concerning the waste 
and replenishment of the substance of capital, one may 
say that a product available for consumption must be a 
new creation, something not taken out of a stock of 
wealth already in existence. Whatever waste the mass 
of capital undergoes must be made good before such a 
product as this can emerge. If we pump water into a 
leaky conduit in order to get for use the stream that is 
made to flow out of the farther end, whatever is lost by 
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the way must first be supplied before any overflow what- 
ever will occur. Anything which is put in, in addition 
to what is required for such replenishment, will overflow 
and be available for use. The income that emerges from 
the workshops, in excess of what is required to keep the 
shops and their contents intact, is the only product avail- 
able for consumption; and that is the one with which in 
the present study we are concerned. It is the only product 
that we can impute to the self-perpetuating mass of capital 
goods. Both waste and replenishment of the material of 
the stock are antecedent facts,—prerequisites which are 
fully understood. 

The point thus raised illustrates exceedingly well the 
importance of distinguishing between a treatment of a 
stock of instruments of production which abides in spite 
of waste and particular instruments which are continu- 
ally going to destruction. In a complete study it is neces- 
sary to include both of them, as I have endeavored to do; 
but it is never necessary or admissible to confound the 
two sets of problems, and it is eminently undesirable to 
try to discuss both in the same breath. 

s My critic raises the question how we know that there 
eis any net profit whatsoever. Why may it not be that 
all that capital goods produce is required as a mere offset 
for what they lose in the course of production? It can 
scarcely be that he questions the fact that capital itself . 
does thus yield a net product; and it can hardly be that 
he questions the conclusiveness of such evidence of this 
fact as common experience and observation afford. If 
I may venture to refer to a bit of my own experience, I 
would say that, as a partial owner of a plough factory, 
I once discovered that it was necessary to restore certain 
emery wheels after three or four days of use, belts for 
conveying power after a year or two, and various machines 
after periods varying from ten years to a man’s lifetime. 
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In a rude way it was as though, from the money received 
for ploughs made in a day, it was necessary to buy one 
emery wheel, a half of a belt, the one-hundredth part of a 
power hammer, a two-thousandth part of a drop press, and 
so on. And I further discovered that, after this and all 
other necessary replacements had been made, there were 
ploughs enough in the warehouse and ready for sale, as 
the product of the day’s industry, to provide, in case they 
should all be sold, wages of labor, including the labor of 
superintendence, and a return to capital besides. I vent- 
ure to claim that such citations as my work contains of 
facts of this kind may be adequate to support a claim the 
correctness of which will nowhere be questioned. A day’s 
use of capital normally provides for the day’s waste and 
pays interest besides. 

In an extended passage my critic claims that I have 
made a grave omission in that, in settling the problem of 
dividing the present accruing fruit of industry between 
the capital and the labor at present utilized, I have not 
also gone into the past, and raised and settled the question 
as to how that labor of the past which created the goods 
now in use received its reward. Of course, it is necessary, 
at some point in the study, to consider the manner in 
which making of instruments of production receives its 
reward, and I am not able to see that I have omitted 
that point from consideration. In the passage I have 
cited, in which the function of the group which produces 
goods described as H’” is referred to, it appears to me that 
I have indicated the manner in which instruments are 
made and the manner in which their makers get their pay. 
My critic, indeed, has, in a spirit of fairness, refrained from 
accusing me of a total disregard of this problem, but inti- 
mates that I have not adequately treated it. The point 
really in question, however, is not whether I have ade- 
quately discussed the manner in which the making of in- 
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struments in the present, with a view to replacing those 
which are at present wearing out, gets its reward. My 
critic asserts that I have not studied at one and the same 
moment the industry of two different periods and thrust 
into the midst of a study of the manner in which the 
product of to-day’s industry is divided a study of some 
income accruing to the labor of yesterday or of last year. 

It may fairly be said that it is legitimate for any one 
to discover and state the manner in which the present 
stock of capital goods gets its return out of the present 
outflow of useful goods from the mills and shops. A cer- 
tain income is now in process of accruing in consequence 
of something that is now in process of going on; and the 
question how that is actually divided between different 
claimants is the one in which industrial classes in the 
whole world are at loggerheads. The socialists think that 
labor should have the whole of it, and laborers generally 
think that they should have more of it than they get. 
There is a lack of clear perception as to how much capital 
gets, and why it is entitled to a share. All this has to do 
with the claimns of a present force of laborers as compared 
with those of an existing stock of capital goods, or, as 
it is more briefly and commonly expressed, existing capi- 
tal. In this problem, we have not to do with past func- 
tions or past claims, tho these also may be and, at the 
proper point, should be satisfactorily studied. It is the 
division of the constantly accruing outflow of consumers’ 
wealth which troubles the world, has troubled economists, 
and is not only a legitimate, but an extremely necessary 
subject of separate investigation. If the isolating method 
of study which removes some things from the field, in 
order that other things may be considered by themselves, 
has ever an opportunity of revealing its excellence, it is in 
avoiding such confusion as must come from injecting into 
the problem of the present, as just described, another 
problem taken from the past. 
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Let us admit, however, that, when the main problem is 
solved and all present labor, including the labor of making 
instruments, has been fully taken into account, it is 
legitimate to ask how the labor of making the instruments 
already in existence has received its reward. We shall 
then find it necessary to notice a number of points, one of 
which is that the instruments now in existence were made 
not altogether by labor, but by labor aided by capital, 
and that the wealth represented by these instruments 
had to undergo, in its day, exactly the kind of distribution 
between different claimants that the wealth accruing in 
the present undergoes. My critic speaks as tho the prob- 
lem of present distribution had to do with three factors, 
namely: labor in the present, which is using instruments; 
secondly, instruments in the present; and, thirdly, labor 
of the past which made the instruments of the present. 
The labor of the past, however, used instruments of the 
past, and, if we should resign ourselves to so much con- 
fusion as would come from considering two different periods 
at once, we should find that we had four factors to con- 
sider instead of three. It is proper, as an independent 
study, to trace present effects to their remote causes; 
but it is evidently undesirable to do it in the very act 
of solving that problem of to-day with which we are directly 
concerned. 

In a full study of distribution it is necessary to take 
account, not only of the replenishment of the waste of 
substance which capital undergoes, but of the creation of 
new capital. It is a practical fact that capital is increas- 
ing in amount; and this means that new instruments, or 
capital elements, are coming into existence which are not 
designed merely to replace others which are wearing out, 
but are intended to serve as an addition to the number 
of instruments, or capital elements, which are hereafter 
to be maintained. That, however, is a phenomenon of 
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economic dynamics, and the work which is under criticism 
has restricted itself entirely to problems of economic 
statics. The assumption made in this latter department 
of the theory is that neither capital nor labor is increasing 
in quantity, and that the sole problem which has here to 
be solved in connection with them has to do with the 
productive activities and returns of these two agents as 
they now exist, and on the supposition that, in amount, 
they neither increase nor shrink. It is necessary to see 
how each of them is made safe from shrinkage by the re- 
newing of whatever wastes away. Net additions to the 
abiding force of men or the abiding stock of instruments 
are, for the time being, not in sight. 

My eminent critic takes very strong issue with my 
claim that it is the function of capital to synchronize 
industry and its fruits, to enable the laborer of to-day to 
get finished products of to-day in consequence of his 
present labor. The issue affords another illustration of 
the importance of making a distinction between what is 
true of a self-perpetuating fund of instruments and what 
may be asserted of the particular instruments which enter 
into that fund. “Is the coat which the tailor delivers to 
me to-day,” asks my critic, “fashioned with the co- 
operation of a shepherd who is to-day driving sheep to 
pasture, of a spinner who /o-day is spinning yarn, of a 
weaver who (o-day is weaving cloth on his loom? ‘The 
undeniable fact is that my coat has been fashioned with 
the co-operation of the shepherd of a past period. He 
alone supplies the wool for my coat: so of the spinner, the 
weaver, and the like. Society does not enjoy, in the 
shape of completed coats, the product of the laborer who 
is now tending sheep. Society must wait as many days, 
months, or years as are inevitable in the processes of 
production which transform the raw material, wool, into 
the completed coat.” 

1Atp. 268. 
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Must society, in order to get what it wants, actually 
wait as many days, months, or years as are inevitable in 
the processes of production which transform wool into 
the completed coat? If what society wanted were the 
particular coat that will, at some time, be made out of 
the wool that is now on the back of sheep at the present 
time roaming over the hills, it would have to wait for it. 
It certainly will be some months before what now clothes 
the sheep in the form of wool can clothe a man in the form 
of a coat. If society does not insist on the coat made of 
that particular wool, but wants a coat made of some wool 
equally good, it can have it to-day, and that, too, in con- 
sequence of the labor of to-day. If I pump water into a 
conduit for the sake of getting water from the remote out- 
flow, I shall certainly have to wait some time if what I 
want ts the particular drops of water which I am now putting 
into the upper end of the conduit. If I am not particular 
as to the identity of the drops, I can have the water I need 
at once. Pumping water in at one end will cause an out- 
flow at the other. And this is a sufficiently accurate pict- 
ure of what takes place in industry. Raising wool to take 
the place of the wool that is used in making my coat has 
the effect of keeping a stock of wool always intact. It 
keeps, as it were, the industrial conduit full, so that there 
need be no breaks in the supply,—no pausing to wait when 
somebody needs to be clothed. The full conduit of water is 
an essential condition of an uninterrupted outflow; and a 
perpetual supply of wool is in like manner an essential con- 
dition of perpetual supply of coats. I am able to see no 
conflict between the two sets of facts here stated. If we 
want the water at this moment pumped into the conduit, 
we shall have to wait for it. If we merely want water, 
we shall not have to wait for it. If we want the coat that 
will at some time have been made out of the wool that is 
now on the sheep’s back, we shall have to wait for it; but, 
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if we merely want a coat, we shall not. Moreover, the 
securing of the water which flows out of one end of the 
conduit is “by the co-operation of”—to use my critic’s 
term—the man who is pumping at the other end. The 
securing of the coat made of wool taken out of the existing 
stock is by the co-operation of the man who is raising 
other wool to take the place of it. Since the continuity 
of the output of coats depends on the replenishing of the 
stock of wool and the keeping of an undiminished amount 
on hand, there appears to be no doubt or disagreement as 
to either set of facts; and it is as scientific to treat of one 
as to treat of the other. What is necessary is to make 
very sure, in discussing either set of facts, whether what 
we have in mind as a productive agent is a particular in- 
strument of production, or capital good, or an abiding 
stock of such goods, which is capital. In connection with 
a particular bit of raw material and the finished product 
which will ultimately grow out of it, waiting is certainly 
necessary. In connection with a self-perpetuating stock 
of such goods it is no more necessary than, in pumping 
water into one end of a full conduit, it is necessary to 
wait without drinking till that same water flows out from 
the other end. 

There are various secondary criticisms of my work to 
which I may refer; tho it is my belief that a reading 
of the work itself and of a forthcoming one, which will 
include some study of the dynamic problems, will afford 
the answer to them. As a general criticism, Minister 
von Béhm-Bawerk accuses me of liking to ‘“‘sow with 
capital goods and reap with capital.” Construed as I 
should construe them, these words afford a good descrip- 
tion of what practical men are doing and of what a theorist 
has to study and describe. The men make instruments 
and set them working, which is sowing with capital goods. 
They keep the stock of instruments intact, and thus enable 
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the products of all industry of to-day to emerge to-day in 
useful forms; and they thus reap with capital. 

In the first of his articles my critic cites a statement, of 
mine to the effect that, when one set of bodies perishes 
and another replaces it, we say that capital continues; 
and yet it is only an abstraction that has literally a con- 
tinuous existence, and he brings that statement into what 
looks like a dangerous juxtaposition with another quota- 
tion which asserts that capital never exists as a mere 
abstraction. If these terms be interpreted in the gen- 
erous manner in which elsewhere my critic has interpreted 
statements, there will not be discovered in this paradox 
any meaning that is inconsistent with facts.. If we look 
at the stock of capital goods now existing, and do not 
include land as one of them, we shall see that not a single 
one has more than a transient existence; that the value 
embodied in them has a permanent existence, but not 
because it will ever exist in a disembodied state. When 
it doffs the present material embodiment, it will take on 
others, and it will exist forever, not as immaterial value, 
which is a mere abstraction, but as embodied value, which 
is something more than an abstraction. This situation 
introduces us to one fact, which it is well at this point 
briefly to notice; namely, that an abstract mode of describ- 
ing capital is one which is most prevalent in common 
speech. There is as little danger that business men will 
ever, in their own minds, reduce capital to an abstraction 
as there is that they will reduce it to immateriality in literal 
fact, by destroying their mills, tools and materials. They 
know that such things are always on hand, and it is their 
very decided purpose that they shall continue to be so. 
Yet they describe capital as a value, a fund, a quantum 
of wealth, because this merely quantitative description 
sufficiently conveys to their minds the idea of a very literal 
and material thing, which abides in spite of changes in its 
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composition. ‘‘Money invested in” capital goods of an 
exceedingly concrete sort will always be present. The 
practical man is not deceived as to such facts; and, if we 
Shall emerge from a period of controversy over the terms 
in which a recognized truth shall be described, it will be 
safe for a scientist to follow their example and speak of 
capital as a permanent value in a shifting corporeal em- 
bodiment. 

Leaving detailed criticisms to be considered by such 
readers as may chance to see the forthcoming work, in 
which, perhaps, some of them may be more fully met than 
in the one under discussion, I would say, in conclusion, 
that I dissent from the view which appears to assume that 
because certain things connected with abstinence and the 
psychological valuations of present and future are true, 
facts concerning the productivity of capital are not true. 
I am far from rejecting those truths which I find in my 
critic’s epoch-making work on Capital and Interest. I 
find them, indeed, affording one possible mode of approach 
to a productivity theory. Facts concerning abstinence 
supplement those concerning the productive action of 
the capital which is the reward of abstinence, and the facts 
about individual capital goods, which originate and perish, 
supplement in a like way truths about that continuing 
procession of such goods which is otherwise termed per- 
manent capital. A theory based primarily on the one set 
of truths gains rather than loses by a full recognition of 
the other. 

Joun Bates CuaRK. 
Cotums1a UNIVERSITY. 
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THE STREET RAILWAY QUESTION 
IN CHICAGO. 


On April 2 the people of Chicago, by a decisive vote, 
agreed to certain ordinances which mark a turning-point 
in the street railway history of that city, and provide at 
least a temporary settlement to a controversy that dates 
back for more than forty years, and has been actively 
contested for the past decade. The story of this long- 
continued struggle is important, not only because Chicago 
is the second largest city in the country, but also as part 
of the larger contest that is being carried on, more or less 
openly, in most of our American cities. And the arrange- 
ments in these Chicago ordinances set a new standard in 
the relations between street railway companies and public 
authorities that will have an effect throughout the United 
States. 

In relating this story, it will be necessary, in order to 
understand some of the most recent events, to begin with 
the earliest street railways in Chicago. But the early 
history and the first stages of the more active contest will 
be discussed briefly. The greater part of this paper will 
deal with the events of the past ten years, and more par- 
ticularly with the final steps and the terms of the settle- 
ment that has been made. The contest has important 
political aspects; and to some these have seemed more 
important than the transportation problems. But in this 
account, while some attention will be given to the political 
bearings, the emphasis will be laid on the legal, economic, 
and administrative features. 


Sa 
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I. 


{the earliest attempts to furnish cheap local transporta- 
tion in Chicago, as in other cities, was by means of 
omnibuses operating on regular lines of travel. The first 
omnibus line of which there is any record was established 
in 1850, when the city had a population of 28,000, and ran 
from the business centre to Lincoln Park. Other lines 
were established in the years following; and by 1855 there 
were altogether ten omnibus lines in operation, covering 
an aggregate distance of 18} miles. At first each line 
was begun by different managers; but in 1855 the opera- 
tion of several lines was consolidated under the manage- 
ment of Franklin Parmalee & Co. For a few years more 
the omnibus traffic continued to develop; but with the 
opening of street railways it rapidly declined. By 1861 
only two omnibus lines were in operation; and by 1865 
all had been discontinued. More recently a few new omni- 
bus lines have been established, but these form a negligible 
‘factor in the means of passenger transportation in the city 
of Chicago. 

A local student has discovered a newspaper notice of a 
local grant authorizing the construction of a street railway 
in Chicago as early as 1854. And there is official record 
of a council ordinance of 1856, granting a street railway 
franchise. But no action was taken on either of these; 
and the latter was forfeited by the failure to secure the 
required consent of the owners of adjacent property. 
The first effective ordinance for the construction and 
operation of street railways in Chicago was passed by the 
city council, August 16, 1858. As the terms of this ordi- 
nance were involvedin the recent litigation and settlement, 
it is of especial importance to understand its contents 


1George B. Goodwin, Chicago Street Railways. A manuscript essay in the 
possession of Professor J. H. Gray, of Northwestern University. 


| 


STREET RAILWAY QUESTION IN CHICAGO 373 


and significance. It authorized a group of individuals— 
including Franklin Parmalee, the head of the partnership 
then operating the principal omnibus lines—to construct 
railway tracks on certain streets on the south and west, 
of the Chicago River, and to operate cars thereon ‘‘ with 
animal power only” for a period of twenty-five years, and 
until the city should ‘‘elect to purchase” the plant and 
equipment. A maximum fare of five cents was specified; 
and the grantees were to pay one-third of the cost of grad- 
ing and paving streets. The council reserved the right to 
regulate the rate of speed and the time of running cars. 
Under this ordinance, tracks were laid, and the first line 
opened in April, 1859. 

Meanwhile a question had been raised as to the legal 
authority of the city council to grant such a franchise. To 
settle these doubts and to incorporate the grantees, a special 
act of the Illinois legislature was passed on February 16, 
1859, incorporating the grantees under the city ordinance 
as the Chicago City Railway Company, for a period of 
twenty-five years, and authorizing the construction and 
operation of street railways upon terms and conditions 
provided by the common council. Authority was also 
given to extend the lines to any part of Cook County, by 
the exercise of the power of eminent domain, or with the 
assent of the supervisor of any township for laying tracks 
in the highways. The same powers were granted to an- 
other group of individuals, as the North Chicago City 
Railway Company, for the north division of the city and 
county. 

On May 23, 1859, the council passed ordinances grant- 
ing rights in important streets to both of these companies. 
The ordinance to the Chicago City Railway Company was, 
in substance, a reaffirmation of the ordinance of 1858, on 
the basis of the act of the legislature. The ordinance 
to the North Chicago City Railway Company for t&€ first 
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time gave that company rights in specified streets, and 
differed from the ordinance of 1858 in limiting the grant 
to the term of twenty-five years ‘‘and no longer.” 

On February 21, 1861, the Illinois legislature passed an 
act which incorporated the Chicago West Division Rail- 
way Company, with the same powers as the two previously 
established companies, but required the consent of the 
North Chicago Company before the construction of any 
tracks in the north division, and authorized the new 
company to acquire any of the rights of the City Railway 
Company. In the summer of 1863 the City Railway 
Company transferred to the West Division Company con- 
trol over its lines in the west division of the city. 

These measures, which form the first stage in the develop- 
ment of the street railway system of Chicago, have been 
held by the United States Supreme Court to have estab- 
lished clearly the policy of municipal control, and in par- 
ticular to recognize the right of the city to fix the term 
during which the streets might be occupied by street 
railway companies. 


That it was the intention of the legislature to give effect to the 
right of municipal control in the act under consideration [that of 
1859] is shown in its confirmation of terms already fixed by con- 
tract between the city and the companies. As to the future, com- 
panies were to have no right to the use and occupancy of the 
streets until they should obtain from the city council authority 
to that end, under contracts to be agreed upon as to terms and 
conditions. A more comprehensive plan of securing the city in 
the control of the use of the streets for railway purposes could 
hardly be devised. 

It thus clearly appears, at least up to the passage of the act 
of 1865, that legislation upon the subject recognized and enforced 
the right and authority of the city to fix the term during which 
the streets might be occupied by street railway companies. The 
legislature had confirmed the ordinance of the city fixing the 
term at twenty-five years and until the city should see fit to pur- 
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chase the property of the railway company. It had required the 
companies to obtain the authority of the city before using the 
streets, such use to be upon terms and conditions, and with such 
rights and privileges as the city had or might thereafter prescribe 
by contract with the companies.’ 


From time to time the council passed other ordinances 
authorizing new lines of railway tracks and making minor 
changes in previous grants. In most cases these ordi- 
nances contained a definite time limit. Under them ad- 
ditional lines were built; and by 1865 there were forty 
miles of street railways in the city. 

In that year another act dealing with horse railways 
in Chicago was passed by the legislature, which vitally 
affected the situation, laid the basis for the extreme claims 
of the companies in the recent litigation, and more than 
anything else has been responsible for the long agitation 
in reference to street railways in that city. This act, 
passed in February 6, 1865, was amendatory of the previous 
acts of 1859 and 1861. It clearly extended the corporate 
lines of the companies to a period of ninety-nine years from 
the dates of the original acts. It also added to the section 
authorizing the construction and operation of railways 
on the terms provided by the council the following con- 
fused and ambiguous clause,— 


and any and all acts or deeds of transfer of rights, privileges, or 
franchises, between the corporations in said several acts named, 
or any two of them, and all contracts, stipulations, licenses, and 
undertakings, made, entered into, or given; and as made or 
amended by and between the said common council and any one or 
more of the said corporations, respecting the location, use or exclu- 
sion of railways in or upon the streets or any of them, of said city, 
shall be deemed and held and continued in force during the life 
hereof as valid and effectual, to all intents and purposes, as if 
made a part, and the same are hereby made a part of said several 
acts. 


1 Blair v. Chicago, 201 U. S. 400. 
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Before this measure was enacted, it was strongly opposed 
in the city of Chicago, and a petition, signed by 9,000 
citizens, was presented against its passage. When the 
bill reached Governor Oglesby, he refused to sign it, and 
returned it to the legislature with a vigorous message in 
opposition. But the plans of the companies had been 
well laid, and the bill was promptly passed over the gov- 
ernor’s veto, by a vote of 18 to 5 in the Senate and 55 
to 23 in the House. 

Under this act the companies have claimed that their 
franchises were extended to a period of ninety-nine years 
from 1859 and 1861. And they asserted this claim, not 
only in reference to grants made before the passage of 
the act of 1865, but also in reference to subsequent grants. 
On the other hand, the city always denied the validity of 
these claims. But for forty years the matter was not 
brought into the courts where the precise effect of the 
act could receive a judicial interpretation. 

However the act of 1865 might be interpreted, the pro- 
test against its obvious intent to assert the authority of 
the legislature in local matters soon led to a return to the 
earlier policy of local control and short-term franchises. 
The new Constitution of Illinois, adopted in 1870, contained 
a provision prohibiting the legislature from granting street 
railway rights in any city, town, or incorporated village 
without requiring the consent of the local authorities. 
This policy was continued in the general act of 1872 for 
the incorporation of cities, which required all street rail- 
way franchises granted thereafter to be limited to twenty 
years. This provision became applicable to Chicago when 
that city adopted the act in 1875. The same end had 
been secured by a provision in the Horse and Dumny 
Act of 1874, also limiting future street railway grants to 
twenty years. And various franchises were granted from 
time to time under these acts for the further extension 
of the Chicago street railways. 
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Under the provisions of the first ordinances and legisla- 
tive acts, the grants made in 1858 should have expired, 
or at least have been terminable in 1883. At that time 
the questions were extensively discussed, and, if claims 
had been pressed either by the city or the companies, 
a determination might have been reached. The Citizens’ 
Association appointed a committee to investigate the 
matter. Two of the three members reported that the 
original contract made by the city in 1858 was ultra vires 
and void, and that the companies held their rights under 
the act of 1865. The third member (George F. Harding) 
argued that the act of 1859 had confirmed the grants made 
the year before, and that the act of 1865 simply extended 
the lives of the corporations, holding that any extension 
of the franchises provided by the act was void as an im- 
pairment of the contract previously made. 

In view of these circumstances a temporary compromise 
was effected. The city council in July, 1883, passed an 
ordinance extending the term of all existing franchises for 
twenty years, and providing that neither this grant nor 
its acceptance by the companies should alter the existing 
rights, duties, and obligations of either party. By this 
means the controversy over the ninety-nine year act was 
postponed until the expiration of this grant in 1903. 
In this same year (1883) a new company, the Chicago 
Passenger Railway Company, had been incorporated and 
received franchises for twenty years to build and operate 
additional lines on the west side. 


II. 


Until 1880 the street railways of Chicago had been 
operated with horses, and the business developed had not 
been sufficient to attract the attention of large financial 
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promoters. But soon after this date there was introduced, 
first, cable traction, and, later, electric power. These 
changes of motive power were made without any new grant 
from the city council or the legislature, altho the earlier 
franchises had been given distinctly for railways to be 
operated only by animal power. And in connection with 
the new methods of traction and the reconstruction of 
the lines there appeared on the scene new managers, new 
financial interests, and striking methods of speculative 
financiering. 

Cable traction was first established in 1881 on the most 
important lines of the City Railway Company on the south 
side. In a few years a large proportion of the lines of this 
company had been converted to the new system. After 
1890, electric power was introduced on many of the lines. 
In connection with these improvements large issues of 
stocks and bonds were made from time to time. In 1880 
the total capital liabilities had been $1,500,000 in stock. 
By 1897 there were outstanding $16,600,000 in stock and 
bonds, against which the plant and equipment on the 
books of the company represented an investment of about 
$11,600,000." 

But these transactions appear small in comparison with 
those for the north and west side lines. Here the original 
companies were dilatory in taking steps to introduce the 
new methods, and no active steps were taken until 1886. 
Beginning in that year, Mr. Charles T. Yerkes, a broker 
who had recently come to Chicago from Philadelphia, 
with the assistance of Messrs. Elkins and Widener and 
other Philadelphia capitalists, secured control of a majority 
of the stock of the North Chicago and West Division 
Companies. Two new companies were organized which 
leased the lines of the original companies and also those 
of the Chicago Passenger Railway. New securities were 


1 Report of Investigation by the Civic Federation in Municipal Affairs, vol. v.: 439. 
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issued, and physical improvements, reconstruction, and 
extensions were carried out. As a result, at the end of 
ten years (in 1897) the total capital liabilities of the north 
and west side lines had been increased from less than 
$8,000,000 ' to $58,700,000. The cost value of the plant 
and equipment at the latter date, according to the books 
of the companies, was $29,750,000, and this included a 
large profit to inside construction companies formed by 
the leading capitalists controlling the companies owning 
and operating the lines. 

Combining the financial operations of all these com- 
panies, the total capital liabilities had been increased from 
$9,500,000 to more than $75,000,000 in 1897, while the 
original cost of construction had been but little over 
$40,000,000.” 

In carrying out his extensive schemes, Mr. Yerkes had 
deemed it advisable to exercise an active but, so far as 
possible, a secret influence in political affairs. He became 
the dominant factor in nominating conventions, and had 
control over both city and State governments, so far at 
least as his business interests were concerned. And the 
period of his dominance, in the early nineties, marks the 
deepest degradation of both the city council of Chicago 
and the State legislature of Illinois. His success up to 
this point encouraged him to enter on more far-reaching 
plans. But these very plans served at last to arouse the 
public opinion of the community and to inaugurate an 
effective movement for the betterment of political con- 
ditions both in city and State. 

In 1895 bills were introduced and passed in the legis- 
lature to confer new franchise rights more valuable than 
could be granted by the council. These were, however, 
blocked by the veto of Governor Altgeld. Two years later, 


1 Even this was much in excess of the cost of construction up to that time. 
2 Op. cit. 
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with a more pliant governor in the executive chair, the 
attempt was renewed. A series of bills known as the 
Humphrey Bills were introduced, comprising franchises 
for fifty years with no safeguards for the public interests 
and no compensation for what were now clearly seen to be 
privileges of immense financial value. But public senti- 
ment in Chicago was now thoroughly aroused, and was 
vigorously expressed in a series of public meetings. The 
protests were carried to the legislature, and were, in part, 
effective by preventing the passage of the original bills. 
There was enacted, however, with the approval of the 
governor, the Allen Law, authorizing city councils to 
grant street railway franchises for fifty years’ periods and 
in other ways strengthening the position of the com- 
panies." 

A short time before this the city council of Chicago 
would have readily granted franchises under the Allen 
Law. But in 1896 the Municipal Voters’ League had been 
organized, and had already improved the general character 
of the council by securing the election of better men. 
Other members who might have been subject to improper 
influences knew that their actions were more closely 
watched than formerly. The attitude of Mayor Carter 
Harrison, Jr., in opposition to any grant under the Allen 
Law, also aided in preventing any action. Not only was 
no grant made, but it was clearly indicated that no further 
grants would be made until that law was repealed. In the 
legislative elections of 1898 the vote on the Allen Law 
was made an issue in many districts, and a large number 
of members who had voted for the law were defeated for 
renomination or re-election. And the law was promptly 
repealed by the legislature of 1899. 

At the April municipal election of 1899, following the 
repeal of the Allen Law, Mayor Harrison was re-elected 


1J. H. Gray, Quarterly Journal of Economics, October, 1897. 
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for a second term; and, mainly through the work of the 
Voters’ League, the council had now a clear majority of 
members that could be trusted to vote against any fran- 
chise that did not protect the interests of the community. 
Under these circumstances, Mr. Yerkes decided to retire. 
The Chicago Union Traction Company was organized by 
the Elkins-Widener-Whitney syndicate, which took over 
Mr. Yerkes’s holdings and entered into new leases with the 
underlying companies to operate both the north and 
west side lines. This eliminated Mr. Yerkes from the 
situation, but the process of financial manipulation con- 
tinued. 

At the same time the companies definitely adopted 
the policy of refusing to make further improvements 
in the service on the ground that capital could not 
be secured without additional franchises. The cable lines 
were clearly antiquated, the track and rolling stock were 
allowed to deteriorate, with the obvious purpose of forcing 
the grant of a new franchise on terms to be dictated by the 
companies. Later events showed clearly that there was no 
justification for the plea that improvements could not be 
made without new grants. For in two of the three divi- 
sions of the city the companies, under their original fran- 
chises, could not be dispossessed until they were paid full 
value for their plant and equipment. Moreover, the com- 
panies maintained at the same time their claims under 
the ninety-nine year act, and on the basis of these claims 
and the constantly increasing traffic were actively engaged 
in floating new securities and piling up the obligations 
on their rapidly deteriorating equipment. An elaborate 
investigation, made under the direction of the Civic Federa- 
tion in 1901, showed that the aggregate capital liabilities 
of the companies had then a face value of $117,000,000 
and a market value of $120,000,000,—an increase of more 
than $40,000,000 since 1897. At the same time the 
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original cost value of assets was $56,000,000,or $15,000,000 
more than in 1897. Making conservative allowances: for 
depreciation, the market value of the assets was but 
$45,840,000; and, if the inter-company obligations repre- 
senting no physical property were deducted, the net value 
of the physical property was only $34,750,000." 


ITI. 


In the early stages of the contest with Mr. Yerkes and 
the companies, the energies of public-spirited citizens and 
the local authorities had been directed to the negative 
task of defeating the plans of the former for extending and 
making more secure their control over the local transporta- 
tion service and the political situation. The development 
of a constructive policy was a task of even greater difficulty, 
and one that has taken a good many years to bring to its 
present outcome. The first step in this direction was the 
appointment by the council, late in 1897, of a special com- 
mittee to collect and collate information on the subject 
of street railways. This committee in March of the fol- 
lowing year submitted a detailed report on the franchises, 
operations, and finances of the various companies, and on 
the wages of employees and the conditions of employment. 
It made no specific recommendations;? but, nevertheless, 
this report, known as the Harlan report, from Alderman 
John Maynard Harlan, the first member of the committee, 
forms the starting-point for the policy later developed. 

Another step was taken in December, 1899, when the 
city council passed resolutions creating a Street Railway 
Commission, which was in fact a committee of the council 


1M. R. Maltbie, in Municipal Affairs, vol. v. p. 450. 


2 Report of the Special Committee of the City Council of Chicago on Street Railway 
Franchises and Operations, March 28, 1898. 


a 
| 
| 
{ 
| 
! 
| 
s 


STREET RAILWAY QUESTION IN CHICAGO 383 


to examine the feasibility of municipal ownership of street 
railways and also the terms and conditions on which new 
franchises might be granted. This Commission, of which 
Alderman Milton J. Foreman was chairman, submitted 
its report in December, 1900, known commonly in Chicago 
as the Sikes report, from Mr. George C. Sikes, the Secretary 
of the Commission. This report favored, among other 
things, the unification of management of all street railways 
in the city, the prohibition of overcapitalization, publicity 
in the conduct of the business, and the reservation of broad 
powers of control by the city in any future franchises. It 
also urged that the city should secure from the legislature 
an enabling act authorizing miunicipal ownership, as a 
reserve power to place the city in a better position to make 
terms with private corporations.’ A bill to carry out 
these recommendations was submitted with the report, 
providing for a popular referendum on street railway 
franchises, authorizing municipal ownership, and—after 
a referendum vote—municipal operation. The bill was 
introduced in the legislature in 1901, but was not re- 
ported by the committees of either House. 

Carrying out one of the recommendations of the Com- 
mission, the city council in 1901 created a special Com- 
mittee on Local Transportation. After the election of 
April, 1901,? this committee was made a permanent 
standing committee; and this committee, with changes 
in its membership from time to time, has had charge 
of the subsequent development of the municipal 
policy. As a result of its first year’s work, the com- 
mittee formulated and submitted to the council an 
outline of the provisions that should be included in any 
franchise renewal ordinance. This outline specified that 


1 Report of the Street Railway Commission to the City Council of Chicago, Decem- 
ber, 1900. 


2 At which Mayor Harrison was elected for a third term. 
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such a franchise should be granted for twenty years, with a 
proviso that the city might purchase at any time after the 
expiration of the first ten years of the grant. It further 
provided that the companies should waive absolutely all 
claims under the ninety-nine year act. And it reserved 
to the city council large powers of control, and required 
the construction of underground trolley lines in the business 
centre of the city. Nothing definite, however, was accom- 
plished. The companies were not ready to accept these 
terms. And the city authorities were also willing to wait 
until the expiration of the twenty-year extension ordinance 
in 1903. 

While the official authorities of the city were thus pre- 
paring for a renewal of the franchises, popular sentiment 
was advancing more rapidly in favor of the policy of 
municipal ownership. And the strength of this sentiment 
was clearly shown at a popular referendum in April, 1902. 
This vote was taken under an Illinois statute of 1901, 
known as the Public Opinion Law, under which, on petition 
of 25 per cent. of the registered voters, questions of public 
policy may be submitted to popular vote. These votes 
have no legal binding effect, but are merely an indication 
of popular opinion. Before the spring election of 1902 
the Referendum League secured the required number of 
signatures to a petition calling for a vote on the questions 
of municipal ownership of street railways and lighting 
plants and the direct nomination of candidates for city 
officers. At the election the total vote cast for city 
officers was about 200,000, or a little more than half of 
the vote cast at the preceding Presidential election. The 
vote on the questions of public policy was about 170,000, 
and was about seven to one in the affirmative on each of 
the three propositions. In regard to municipal owner- 
ship of street railways the actual vote was 142,826 in 
favor and 27,998 against. 
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There has been much difference of opinion as to the 
significance of this vote. On its face it indicated an over- 
whelming popular demand. But it has been pointed out 
that the vote in favor of municipal ownership represented 
little more than a third of the total registered voters, and 
it has also been urged that it simply expressed the general 
hostility to the traction companies that had been aroused 
by their poor service and policy of exploitation. How- 
ever the vote may be interpreted, there can be no question 
that it gave a renewed impetus to the demand for an act 
authorizing municipal ownership. To this end efforts 
were next directed, and in these efforts there were united 
both those who favored the actual establishment of a 
municipal system and those who desired the authority 
as a means of negotiating with the companies. 

At the beginning of the legislative session of 1903 the 
prospects for any legislation opposed by the street railway 
companies were far from bright. Especially in the organi- 
zation of the House of Representatives, the election of 
speaker, and the appointment of the Committee on Trans- 
portation, it was indicated that the street railway com- 
panies were working in harmony with William C. Lorimer, 
the boss of the Republican machine in Chicago, and with 
Governor Yates. Nevertheless, it was decided to make the 
attempt. An agreement was reached to support a measure 
drafted by Walter L. Fisher, secretary of the Municipal 
Voters’ League, and introduced by Senator Muller, after 
whom it was named. This bill was strongly supported, 
not only by Mayor Harrison and the city council, but 
also by Graeme Stewart, Republican candidate for mayor 
in the election campaign of that spring, by John Maynard 
Harlan, who had been Mr. Stewart’s active opponent for 
the nomination, by the Voters’ League and other organi- 
zations, and by the newspaper press of Chicago, with the 
exception of the Jnter-Ocean, which, it was known, had 
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been purchased by the street railway interests. As a 
result of this influence, the Muller bill passed the Senate 
immediately after the municipal election in April;* but 
it seems to have been clearly the intention to defeat the 
measure in the House. 

The contest culminated in a dramatic situation of the 
highest intensity. The House Committee on Transpor- 
tation, to which the Miiller bill was referred, prepared a 
substitute measure, and a strong effort was made to induce 
at least some of the Chicago supporters of the Muller bill 
to accept this substitute? When this offer was refused, 
the House leaders decided to resort to extreme measures, 
as it was known that the Democrats in the House would 
unite with the Independent Republicans in favor of the 
Senate bill. The House Committee presented its substi- 
tute report, and, in the face of a demand for a roll-call 
from two-thirds of the members, the speaker put a series 
of motions, and declared them carried, whereby the sub- 
stitute bill was recorded as having passed its third reading. 
Had this result stood, a conference committee would have 
been necessary; and so near was the end of the session 
that either the substitute bill or no legislation would have 
been enacted. 

But the party leaders had overreached themselves. 
When, thru fear of personal violence, the speaker 
declared the House adjourned, and retired in haste to 
consult with the governor and his friends, ninety-seven of 
the one hundred and fifty-three members of the House 
remained in their places, and, forming a temporary organi- 
zation, agreed that the appropriation bills should not be 
passed, and no further legislative business should be trans- 


1 Mayor Harrison was re-elected for a fourth term. 

2 There was no opportunity for a study of this substitute bill, but it was obvi- 
ously intended to defeat the effective provisions of the Miiller bill, and probably 
contained clauses that would have greatly strengthened the position of the com- 
panies. 
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acted until the speaker should retrace his actions. The 
speaker was forced to capitulate, a reconsideration was 
taken, and the Muller bill was passed. The governor did 
not venture to refuse his signature.’ 

The Miller law’ is a general act authorizing any city 
in the State to own and operate street railways under the 
conditions prescribed. The act is of special significance, 
because, in addition to the formal grant of authority, there 
is a careful attempt to provide a satisfactory method for 
meeting the serious financial difficulties involved in the 
policy of municipal ownership, so that the grant of power 
may be effectively used by any city which considers it 
advisable to make use of the authority. 

Before any of the powers conferred can be exercised, 
the act must first be adopted by popular referendum in 
the city concerned, while additional referendum votes 
must be taken in reference to various special features of 
the law. The authority given is ‘‘to construct, acquire, 
purchase, maintain, and operate street railways within the 
corporate limits”; and franchises granted before this 
power is acted on may contain a reservation of the right 
on the part of the city to take over the plant at some 
future time. Two methods are authorized for securing 
funds for purchasing or constructing municipal railways. 
General city bonds may be issued, provided the proposition 
is submitted to popular vote and is approved by two- 
thirds of those voting; but debt limits are almost certain 
to prevent this method from being adopted. The other 
alternative—and this is the most striking feature of the 
act—is to issue street railway certificates, secured by a 
mortgage on the plant, giving the mortgagee in case of 
foreclosure the right to maintain and operate the railway 
for a period of not more than twenty years. Any ordi- 


1 Atlantic Monthly, January, 1904. 
2 Session Lawes, 1903, p. 285 (May 18). 
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nance providing for such certificates must, however, be 
submitted to popular vote and be approved by a majority 
of those voting on the question. It is expected that such 
certificates will not be considered as part of the city debt, 
to be included within the debt limits established by the 
State constitution. 

When a city has secured a street railway, it may operate 
it under direct municipal management only if that policy 
is also approved at a popular referendum by three-fifths 
of those voting. In lieu of this the city may lease any 
municipal railway for a period of not over twenty years. 
But any ordinance authorizing a lease to a private com- 
pany for more than five years must be submitted to a 
popular referendum on the petition of 10 per cent. of the 
voters. 

In July, 1903, the twenty years’ extension provided by 
the ordinance of 1883 expired. But, as no new agree- 
ment had been reached at that time and the city was not 
yet in a position to act under the Muller law, the various 
companies remained in possession, and there was no practi- 
cal change in the situation. Indeed, steps had been taken 
in the courts which prevented the city from taking any 
aggressive action to oust the companies. On April 22, 
1903, the Guaranty Trust Company of New York brought 

suit in the United States Circuit Court against the Union 
Traction Company and other north and west side com- 
panies; and, judgment being given and no property found, 
the roads were placed in the hands of receivers. These 
companies had been in financial difficulties for some time, 
as a result of the reckless issue of speculative securities. 
But it has been alleged that the suit was a collusive action 
for the purpose of having the claims of the companies 
under the ninety-nine years’ act adjudicated in the United 
States courts rather than in the courts of Illinois. And, 
at any rate, this result was secured. On July 18 the 
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receivers appointed by the court began proceedings be- 
fore the United States Circuit Court to determine the 
rights of the companies under the acts of 1859, 1861, and 
1865. 

At the April election in 1904 the Muller Law was 
adopted by the city of Chicago by a vote of 153,000 
30,000. At the same time two questions of public policy 
bearing on the traction situation were submitted, with the 
following result :— 

1. Shall the city council upon the adoption of the Miiller 
Law proceed without delay to acquire the ownership of 
the street railways under the powers conferred by the 
Muller Law? 

Yes, 121,957; no, 50,807. 

2. Shall the city council instead of granting any franchises 
proceed at once under the city’s police power and other 
existing laws to license the street railway companies 
until municipal ownership can be secured, and compel 
them to give satisfactory service? 

Yes, 120,863; no, 48,200. 

It should be noted that, while both questions carried 
by a vote of more than two to one, the vote in favor 
of municipal ownership showed a falling off from the 
first. vote in 1902, while the vote on the other side had 
increased. 

Meanwhile the Local Transportation Committee has 
continued negotiations with the City Railway Company, 
and in August, 1904, reported a tentative ordinance in 
regard to the lines of that company on the south side of 
the city. According to this measure the claims of the 
company under the ninety-nine year act were to be com- 
muted by allowing them to continue in possession for 
thirteen years, after which all their grants were to expire. 
Provisions were made for the immediate reconstruction of 
the lines, for extensions, and for improvements in service, 
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including transfers from the lines of one company to an- 
other and some thru routes. The city was to receive 
5 per cent. of the gross receipts as compensation for the 
use of the streets, in addition to all regular taxes on the 
property and franchises. 

While this proposed ordinance was being discussed 
in the council, Judge Grosscup, of the United States 
Circuit Court gave his decision in the cases concerning the 
north and west side lines, substantially upholding the 
claims of the companies that all grants made before 1875 
were valid until 1958. An appeal was at once taken to 
the United States Supreme Court. But the preliminary 
decision made the City Railway Company less disposed to 
accept the compromise in the tentative ordinance. At 
the same time the popular agitation in favor of municipal 
ownership was steadily increasing. And, as a result, the 
winter of 1904-05 passed with no definite advance towards 
a settlement of the situation. 


IV. 


In the municipal campaign of 1905 the street railway 
question was even more prominent than in previous elec- 
tions, and was, in fact, the one dominant issue. The 
Republicans nominated for mayor John M. Harlan, for- 
merly an opponent of the bosses of the old party machine 
and a leader in the council in the earlier stages of the con- 
test with the companies. At the outset of the campaign 
he seemed to favor the adoption of the tentative ordi- 
nance, as a step towards effective ultimate municipal 
ownership at the end of the thirteen years. But before 
the end of the campaign he had spoken more definitely in 
favor of earlier action. The Democrats, abandoning the 
more conservative policy followed by Mayor Harrison in 
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harmony with the Republican council, nominated for 
mayor Judge E. F. Dunne on a platform calling for 
immediate municipal ownership and operation. This, 
it was promised, could be inaugurated by using the lines 
where the franchises had clearly expired; and, in the case of 
franchises which might be held valid, either by condem- 
nation proceedings or by building new lines parallel to 
those covered by unexpired franchises. 

As the outcome, Judge Dunne was elected by a majority 
of 20,000. At the same time three more public policy 
votes were taken, which again indicated on their face the 
strong popular sentiment against any continuation of the 
franchise policy. These were as follows:— 

1. Shall the city council pass the tentative ordinance? 
Yes, 64,391; no, 150,785. 

2. Shall the city council pass any ordinance granting a 
franchise to the City Railway Company? 

Yes, 60,020; no, 151,974. 

3. Shall the city council pass any ordinance granting a 
franchise to any street railroad company? 

Yes, 59,013; no, 152,135. 

It soon became clear that there would be little active 
co-operation between Mayor Dunne and the city council. 
The council had a Republican majority; but this was not of 
especial significance, as a number of Republican members 
favored the mayor’s policy. On the other hand, a number 
of Democratic members were not in favor of immediate 
municipal ownership and operation. Nevertheless, the 
council recognized the result of the election by reorganiz- 
ing the Local Transportation Committee. Alderman 
Foreman was retired as chairman, and in his place Alder- 
man Charles Werno was selected, a Democrat and a sup- 
porter of the mayor’s policy. Several plans of procedure 
were proposed by the mayor; but action on these was 
defeated or postponed, either in the committee or in the 
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council.’ In the latter part of the year, negotiations were 
again renewed with the representatives of the companies; 
and a second tentative ordinance was prepared and re- 
ported to the council. But this ordinance did not prove 
satisfactory even to many of those opposed to the policy 
of immediate municipal ownership. And it was under- 
stood that leaders in the Voters’ League and the indepen- 
dent newspapers declined to support it. 

Under these circumstances the council decided to sub- 
mit to the voters at the election in April, 1906, the ques- 
tion of authorizing an issue of $75,000,000 of street rail- 
way certificates, under the provisions of the Muller Law, 
with which to purchase or construct street railways; and 
also the question of municipal operation. At the same 
time there was submitted, under the public policy act, 
a general question whether the city should proceed under 
the Muller Act in preference to passing franchise ordinances. 
The result of these votes was as follows:— 


No. 
(1) On the issue of Miiller Law certificates . 110,225 106,859 
(2) On municipal operation ........ 121,916 110,323 
(3) Public policy question ........ 111,955 108,087 


1 An interesting episode was that connected with the visit of Mr. Dalrymple, 
general manager of the municipal tramways of Glasgow, Scotland. Immediately 
after his election Mr. Dunne cabled to the Lord Provost of Glasgow, requesting the 
Glasgow authorities to allow their tramway manager to visit Chicago. It was 
afterwards explained that Mr. Dunne had acted on the advice of Mayor Johnson 
of Cleveland, and that the latter had in mind Mr. Young, the former manager of 
the Glasgow lines, who by the irony of fate had gone to London to take charge 
of Mr. Yerkes’s new undertakings there. Mr. Dalrymple came to Chicago, saw 
Mayor Dunne and his friends, but was not brought into communication with the 
Council Committee on Local Transportation. He did, however, meet some of 
the representatives of the companies, and looked over the situation in Chicago and 
other American cities. When his report was received, Mayor Dunne declined to 
make it public on the ground that Mr. Dalrymple had been his personal guest. 
Eventually, the council secured a copy of this report thru the Glasgow Town 
Council. The first report was brief and rather vague, recommending an agreement 
with the companies on account of the difficulties of municipalisation, among which 
were mentioned the ninety-nine-year act, the methods of municipal work in the 
United States, and the detached nature of the expiring franchises. A second report, 
sent at the special request of Mayor Dunne, discussed methods of administration. 
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The vote on the first question definitely authorized the 
issue of street railway certificates under the statute. But 
it has been recognized that there is some doubt whether 
the courts will recognize the validity of the provisions in 
the law excluding such certificates from the city debt limit. 
And this legal question had to be determined before active 
measures could be taken. The vote on municipal opera- 
tion, altho showing a larger majority in its favor, was not 
equal to the three-fifths vote required by the Miiller Law; 
and that part of the mayor’s policy was, for the time at 
least, defeated. The vote on all of the questions showed 
a large increase over the previous referendum votes, a 
notable decline in the vote in favor of municipalization, 
and an enormous increase of the vote in opposition. 

Just before the election the legal situation was clarified 
by a decision of the United States Supreme Court, in 
effect overruling the decision of the Circuit Court as to 
the rights of the companies under the ninety-nine year 
act. The Supreme Court decided against some of the 
arguments presented for the city, denying the jurisdiction 
of the United States courts and the constitutionality of 
the act of 1865. But, in interpreting that act, the court 
held that, while it clearly extended the corporate life of 
the older companies for a period of ninety-nine years, the 
ambiguous clause on which the claims to an extension of 
the franchises were based must be interpreted in accord- 
ance with the established principle ‘‘that one who asserts 
private rights in public property under grants of the 
character of those under consideration must, if he would 
establish them, come prepared to show that they have 
been conferred in plain terms, for nothing passes by the 
grant unless it be clearly stated or necessarily implied.” 
As Chief Justice Taney had said in an earlier case, ‘‘The 
rule of construction in cases of this description . . . is this, 
that any ambiguity in the terms of the grant must operate 
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against the corporation and in favor of the public, and 
the corporation can claim nothing that is not clearly given 
by the law.” * 

Applying this principle, it was held that ‘‘it cannot be 
successfully maintained that the act of 1865 contains a 
clear expression of legislative intention to extend the 
franchise of these corporations to use the streets of Chicago, 
without reference to the assent of the city, for the long 
term of ninety-nine years; and for that time preventing 
other and different legislation restricting the grant of a 
practically exclusive right.” 

A dissenting opinion was filed by Justice Kenna, with 
whom Justices Brewer and Brown concurred, upholding 
the claims of the companies on the ground that the 
clause clearly intended to confer such a grant, and that 
this interpretation was confirmed by the opposition to 
the act and the arguments presented in Governor Oglesby’s 
veto message. 

In discussing some minor points, the court recognized 
the distinction in the terms of the earliest grants by the 
city, on which the companies’ rights now rested. While 
on the north side the earlier grants had all definitely 
expired, on the south and west sides the franchises con- 
tinued until the city should purchase the plant and 
equipment.” 

As a result of this decison, the position of the city was 
greatly strengthened as against the companies, which had 
left merely a few detached pieces of street railway line, 
built under later franchises, and on the south and west 
sides the right to compensation for their cars and tracks. 

1 Perine v. Chesapeake & Canal Co., 9 Howard, 172. Cf. Chas. River Bridge v. 
Warren Bridge, 11 Peters, 420; Binghamton Bridge v. Binghamton Bridge Co., 3 
Wallace, 51,75; North-western Fertilizing Co. v. Hyde Park, 97 U. 8. 659; Stidell v. 


Grandgean, 111 U. 8. 412; Corson Mining Co. v. South Carolina, 144 U. 8S. 550; 
Knozville Water Co. v. Knoxville, 200 U. 8. 22, 34. 


2 Blair v. Chicago, 201 U. 8. 400. 
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At the same time the local election had committed the 
city to the policy of municipal ownership, but had also 
blocked any immediate municipal operation. This situ- 
ation caused both the mayor and the companies to modify 
their attitude. 

On the mayor’s side this change was first indicated by 
the retirement of Mr. Clarence 8. Darrow from the posi- 
tion of special legal adviser on street railway matters, 
and the appointment to that place of Mr. Walter L. 
Fisher, who had been secretary and later president of the 
Municipal Voters’ League, and had drafted the original 
Miller bill. This appointment was followed by a bitter 
and unwarrantable attack on Mr. Fisher by some of the 
former opponents of the mayor’s policy. But it proved 
to be one of the wisest steps taken by the mayor, and the 
settlement which has been adopted is due in very large 
part to Mr. Fisher. On April 27, 1906, Mayor Dunne, 
doubtless with the advice of his new counsel, addressed 
a letter to Alderman Werno, chairman of the Committee 
on Local Transportation, outlining a plan for a prompt 
settlement, on the following basis :— 

(1) An agreement with the companies for the purchase 
of their property and unexpired rights at a fixed price. 

(2) The temporary continued operation of the lines by 
the companies under a revocable license. 

(3) Immediate reconstruction of the system and im- 
provements in the service, the cost to be repaid when the 
city should take possession. 

(4) Profits, above a fair return to the companies upon 
their present and future investments, to be divided with 
the city. 

On their part the companies accepted the general prin- 
ciples of this plan. Negotiations were again opened be- 
tween their representatives and the Local Transportation 
Committee, with the mayor and his special counsel, Mr. 


— 
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Fisher, in regular attendance. It is of interest, also, to 
note that one of the prominent legal advisers in these later 
proceedings has been John M. Harlan, who was appointed 
by Judge Grosscup in connection with the litigation and 
receivership of the north and west side lines, as representa- 
tive of the court. 

A basis for agreement having been reached, one of the 
most important problems was to determine the value of 
the existing plant and unexpired franchises. For this 
purpose a special commission of engineering experts was 
appointed, consisting of Bion J. Arnold, who had been 
employed by the Local Transportation Committee for sev- 
eral years, Mortimer E. Cooley, dean of the Department 
of Engineering in the University of Michigan, who had 
directed an exhaustive investigation of the physical value 
of the railroads of Michigan a few years before, and A. B. 
DuPont, the mayor’s engineering adviser. In September 
the companies submitted their estimates, which aggre- 
gated $73,555,000. About one-third of this was for fran- 
chises, on the assumption that their remaining rights were 
equivalent to an average of seven years on all the existing 
lines. But the Commission’s report, made in December, 
reduced these figures by more than a third. A compara- 
tive summary of the two estimates is given below:-- 


Total 


“Company's valuation . | $20,103,936 | $10,332,228 $30,436,164 


16,782,147 | 3,754,363 | $20,536,510 


valuation $29,294,471 | $13,825,040 $43,119,511 
8 
valuation . | 20,853,629/ 5,262,608 | $26,116,237; 28,625,714 


Both companies: 
« | $49,308,407 | $24,157,268 $73,555,675 
valuation . | 37,635,776| 9,016,971 | $46,652,747| 50,994,782 
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The commissioners’ valuation for physical property 
was about $10,000,000 more than the valuation determined 
in an investigation by the Arnold Company in 1902. This 
was due in part to the increased price of materials on which 
the estimates were based, and in part to new equipment 
that had been added since the earlier valuation. In other 
respects the valuation must be considered as fairly liberal 
to the companies. The physical property was valued on 
the basis of the cost of reconstruction at existing prices, 
less allowances for depreciation. The cable roads on the 
south and west sides were valued as operating lines (al- 
though it was evident the plant must be discarded in the 
reconstruction work) in recognition of the fact that the 
companies had a legal right to operate these lines until 
purchased by the city. On the other hand, the north side 
lines, where the city was under no legal obligation to pur- 
chase at all, were estimated at the value of the equip- 
ment in a reconstructed system. Whether the city should 
repay the companies for street paving was left an open ques- 
tion in the commissioners’ report. The franchise values 
were determined by estimating the unexpired franchises 
not as detached lines, but as part of the existing systems. 
And to this were added the estimated profits on all the 
existing lines for a period of eighteen months, which period, 
it was estimated, would elapse before the city could take 
possession of the property by eminent domain or other 
compulsory proceedings. 

In the end the representatives of the companies agreed 
to accept the round sum of $50,000,000 for the physical - 
property and existing franchise rights. This was prac- 
tically the Commissioners’ figures, allowing the companies 
the greater part of their claim for street paving. A com- 
parison of this amount with the capitalization of the com- 
panies ($117,000,000 in 1901) shows to what extent the 
capital had been inflated on the basis of the claims under 
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the ninety-nine year act. Indeed, three-fourths of the 
stock and bonds of the north and west side lines have now 
no substantial value. 

While these valuations were being determined, negotia- 
tions proceeded on other points. Arrangements have been 
made for the reorganization of the companies in the hands 
of receivers and for the organization of a new company— 
the Chicago Railways Company—to take over the operation 
of the lines and furnish capital for the rehabilitation of the 
whole system. The cable roads are to be reconstructed. 
Subways are to be provided in the business district. Ex- 
tensions and new equipment are to be furnished. For 
this purpose it is estimated that $40,000,000 will be needed. 
It has been provided that this shall be spent under the 
supervision of three engineers, two of them designated by 
the city. The companies, however, are to be allowed 10 
per cent. as contractor’s profit, and 5 per cent. brokerage 
over the actual cost of construction, if the city should 
purchase the plant. 

Arrangements for the operation of the lines are much 
more distinctly in the interest of the city and the public 
than in either of the previous tentative ordinances. 
The companies are to operate on a license revocable at 
any time on six months’ notice, the city having the right 
to purchase at the stipulated price of $50,000,000 for 
the existing plant plus the cost of improvements. All 
of the lines are to be operated as parts of one system, 
with a considerable number of thru routes and transfers 
from one district to another. The city is to have a large 
measure of control over the frequency of service and 
supervision over the accounts of the company. And the 
profits, after paying operating expenses, taxes, and 5 
per cent. on the actual investment, are to be divided,— 
55 per cent. to the city and 45 per cent. to the company. 
The plan, as a whole, may be called one establishing a 
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joint partnership between the cities and companies for the 
control and operation of the street railways. 

By the middle of January, 1907, the agreement between 
the council committee and the representatives of the 
companies had been drafted in the form of proposed 
ordinances and submitted to the council. Until the pre- 
vious month it had seemed probable that the arrange- 
ments would prove satisfactory to all parties, and the 
ordinances might be passed promptly. But in the latter 
part of December some of the more radical advocates 
of municipal ownership raised objections, apparently 
fearing that improved service on the part of the com- 
panies would satisfy the public, and that the provisions 
for municipal operation would not be utilized. It is 
true that this may be the result. But for the friends of 
municipalization to urge this seems a confession of weak- 
ness in their argument that any system of regulation is 
bound to fail. Mayor Dunne, who had co-operated in the 
work of drafting the ordinances, suddenly joined this late 
movement, which took the form of demanding a popular 
referendum on the proposed ordinances. Once this de- 
mand was made, however, it should have been evident 
that it must be granted; and the attempt of some sup- 
porters of the agreement to oppose the movement was 
clearly a tactical error. Petitions calling for a referendum 
were signed by 189,000 names; and it was soon acknowl- 
edged that this must be provided. 

In a tense and dramatic all-night session on February 
4-5, 1907, the ordinances came before the council for 
action. Some minor amendments were accepted by the 
committee and adopted. A large number of others pre- 
sented by the opponents were defeated. Many of these 
would have been to the interest of the city and the public. 
But the representatives of the company had declined to 
accept them; and, in the opinion of the majority of the 
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council, they were not of sufficient importance to cause the 
defeat of the agreement that had been reached. Another 
contest arose on the precise form in which the referendum 
should be submitted. It is fair to note that the opponents 
of the ordinance are all classed among the honest, but not 
always among the most able, members of the council, and 
that the few remaining ‘‘gray wolves” voted with the 
majority. Chairman Werno and a majority of the Demo- 
cratic members of the council declined to follow the mayor 
in his latest change of attitude, and supported the ordi- 
nances. In the end the council passed the ordinances 
by a vote of 55 to 14, subject to the result of a referendum 
at the municipal election in April. Mayor Dunne declined 
to sign them; but they were repassed over his veto at the 
next session of the council. 

For two months, from the passage of the ordinances by 
the council until the municipal election, the question as 
to their ratification or defeat has been the all-important 
issue before the people of Chicago. Around it centred the 
contest for city officials. The Republicans, nominating 
for mayor F. A. Busse, recently appointed postmaster 
of the city, strongly indorsed the ordinances. The Demo- 
crats, renominating Mayor Dunne, declared in favor of 
municipalization through condemnation proceedings. But 
party lines were not strictly followed; and notably a ma- 
jority of the Democratic aldermen, -while supporting their 
party candidates, were also in favor of the ordinances. 
Other questions, which it is not necessary to consider here, 
also entered to some extent into the campaign for city 
officers. In the outcome the ordinances were approved 
by a vote of: 165,846 to 132,720; while Mr. Busse and most 
of the Republican ticket were elected by much smaller 
pluralities. 

On April 18 the Supreme Court of Illinois rendered a 
decision in the case involving the validity of the Miiller 
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Law certificates, and held that these certificates must 
be included as part of the city debt, inasmuch as they 
were to be guaranteed by a right to operate street rail- 
ways as well as by the physical property of the roads. 
This ruling, with the existing limitations on city debt, 
make it practically impossible for the city to purchase or 
build a strictly municipal railway without a change in the 
state constitution; and the provisions in the new agree- 
ment for municipal purchase will therefore be inoperative. 
It will be possible, however, under the agreement, for 
the city to transfer the rights to other licensee companies, 
on payment for the value of the property, with 20 per 
cent. in addition, if transferred to another profit-mak- 
ing company within twenty years. 


¥. 


In attempting to draw some general conclusions from 
this contest, which rivals in duration and interest the 
Trojan War, it is necessary to emphasize some points that 
are likely to be overlooked, if attention is paid only to the 
latest stage in the conflict. In the first place, the duration 
of the controversy is evidence of the tenacity of purpose 
on the part of the people of Chicago in resisting the efforts 
of the financial promoters to perpetuate their control. 
The public policy votes on the earlier tentative ordinances 
showed that no franchise drawn on the traditional American 
lines would be acceptable. 

In the second place, it will be a mistake to assume that 
the adoption of the present ordinances indicates that the 
popular demand for municipalization was merely a tem- 
porary wave of sentiment, which is now fast receding. 
The demand for municipalization was indeed aroused by 
the intolerable service and the hostile attitude of the 
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companies, and, so long as the companies maintained their 
former position, municipalization seemed to be the only 
alternative policy. But it must not be overlooked that 
the actual vote against the ordinances was almost as large 
as the first vote for municipal ownership in 1902, and 
larger than either of the subsequent votes in favor of 
municipalization. The latest vote indicates that the ordi- 
nances have been approved by the action of those who 
were not willing to vote in former years for municipaliza- 
tion but were also not willing to vote for any of the alter- 
native plans then presented. 

In the third place, as stated at the outset, these ordi- 
nances set a new standard in the relations between street 
railway companies and public authorities in this country. 
They establish on a new basis the old doctrine of public 
ownership of the streets, and effective public control over 
any private company which receives special privileges in 
the public highways. The revocable license is a much 
more tangible feature than the nominal power of revoca- 
tion in Massachusetts franchises, as in the Chicago ordi- 
nances there are explicit means provided by which the 
lines can be taken from the companies with whom the 
present agreement is made. And the division of profits, 
supplementing the system of public control, makes the city 
in fact an active partner in the street railway business. 

As to the future, the firm believers in and the convinced 
opponents of municipalization will each have their own 
predictions. The writer believes that there is a fair 
promise that, if the companies carry out their part of the 
agreement and co-operate heartily with the city authori- 
ties, there will be no further steps in the direction of 
municipalization for many years. But if the service is 
not brought promptly to a satisfactory standard, or if 
there should be a revival of the policy of speculative 
finance or political manipulation, the city will not remain 
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entirely at the mercy of the present companies. In that 
case there may be a trial of the so-called “contract plan,” 
by which the street railways would be transferred to a 
licensee corporation acting as trustee for the city. Or 
it is not impossible that the State Constitution may be 
amended to provide an effective means for municipaliza- 
tion. 

Joun A. 
University oF MICHIGAN. 


BIBLIOGRAPHICAL NOTE. 


a voluminous mass of printed material on the Chicago Street Rail- 
ways, but it is widely scattered, and there is nothing approaching a complete 
collection in one place. Among primary sources may be mentioned the official 
records of the Illinois State legislature and the City Council of Chicago, and the 
on the litigated questions. The most important documents have 

been reprinted, and in addition there have been scores of pamphlets and articles 
in periodicals. A list of documents, pamphlets, and longer articles, excluding 
the daily and weekly press, would contain more than a hundred titles, 

and only the more important among them are given in the following list. 


Official Documents: 

Mayor Carter H. Harrison: Special Message January 6, 1902, and Annual 
Messages, May 25, 1903, April 11, 1904, and April 10, 1905. 

Mayor Edward F. Dunne: Annual Messages, April 11, 1906, and April 15, 1907. 
Letter to Alderman Charles Werno, April 27, 1906. 

Council Committees: 

Report of the Special Committee of the City Council of Chicago on Street 
Railway Franchises, March, 1898. 

Report of the Street Railway Commission, December, 1900. 

Report of the Special Committee on Local Transportation, outlining the 
provisions of a renewal ordinance, December, 1901. 

An ordinance granting rights to the Chicago City Railway Company 
(tentative ordinance), July 23, 1904. 

Report of the Committee on Local Transportation, and ordinances, Jan- 
uary 15, 1907. 

Bion J. Arnold: Reports on Engineering and Operating Features of the Chicago 
Transportation Problem, 1902-1906. 

Traction Valuation Commission: Report on the Values of the Tangible and 
Intangible Properties of the Chicago Street Railway Companies, December 
10, 1906. 

Judicial Reports: 

Cireuit Court of the United States: Guaranty Trust Co. v. Chicago Union 
Traction Co., etc. 1903 (over 20 vols.). 

Supreme Court of the United States: H. A. Blairvet al. v. City of Chi- 
cago, and other cases, 201 U. 8. 400 (1906). 

Supreme Court of Illinois: Lobdell et al. v. City of{Chicago (1907). 
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Special Pamphlets: 
History and Statistics of Chicago Street Railway Corporations (Supplement to 
the Economist), 52 pp. Maps. Chicago, 1896. 
List of Franchises, 1837-1896. Chicago, J. F. Higgins, 1896. 
Illinois Bureau of Labor Statistics: The Street Railways of Chicago and Other 
Cities (1897). 


Articles in Periodicals: 

Quarterly Journal of Economics, vol. xii. 83 (J. H. Gray). 

Municipal Affairs, vol. v. 439-594 (Report of Civic Federation). 

National. Conference for Good City Government, 1902 (George C. Sikes). 

Atlantic Monthly, vol. xciii. 109 (E. B. Smith). 

American Law Review, vol. xxxix. 244. 

Annals of the American Academy of Social and Political Science, vol. xx. 356; 
vol. xxvii. 72; vol. xxix. 385. 

International Quarterly, vol. xii. 13 (C. S. Darrow). 

Review of Reviews, vol. xxxiii. 549. 


Three collections of material of special value should be noted: (1) that of 
Professor John H. Gray, of Northwestern University (the best single collection), 
which includes the voluminous record of the Circuit Court proceedings, two large 
bound volumes of documents and miscellaneous pamphlets, and a manuscript 
thesis by George B. Goodwin on ‘‘The History of the Chicago Street Railways”’; 
(2) that of the John Crerar Library, which includes a bound volume of documents, 
pamphlets, and newspaper clippings connected with the Humphrey-Allen Bills of 
1897, by George E. Hooker, a box of pamphlets, and also other documents sepa- 
rately catalogued; and (3) that of the City Club of Chicago, which includes two 
boxes of miscellaneous documents and pamphlets. While there is some duplication 
each of these contains important material not in the others, There are, in addi- 
tion, a good number of pamphlets and special reports not in any of these collections. 
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THE READJUSTMENT OF SAN DOMINGO’S 
FINANCES.* 


THE convention between the United States and the 
Dominican Republic, ratified by the United States Sen- 
ate on February 25, 1907, and now awaiting the ap- 
proval of the Dominican Congress to become operative, 
marks a phase in the history of that much-disturbed 
island republic. Nominally providing for ‘‘the assist- 
ance of the United States in the collection and appli- 
cation of the customs revenues of the Dominican Re- 
public,” the real significance of the instrument for San 
Domingo is financial readjustment, economic regenera- 
tion, and political stability, made possible thru the 
good offices of the United States. 


I. 


The modern experience of the Dominican Republic 
may be conveniently dated from the energetic move- 
ment to effect its annexation to the United States in 
1869-70. The thirty-five years since elapsed can only 
be described as a miserable succession of revolution and 
anarchy, interrupted by ruthless and blood-stained dicta- 
torships. From 1871 to 1882 Cabral, Baez, Gonzales, 
and Luperon alternated in control, their struggles being 
marked by uprising, ravage, and bloodshed, and termi- 
nating invariably in social demoralization and economic 
ruin. In 1882 Ulises Heureaux came to the fore, and 
the next seventeen years tell the story of his uncon- 
trolled dominance. The country was at peace; but 


1 The editors deem it proper to say that in the negotiations and final adjust- 
ments described in this paper Professor Hollander took a leading part. 


i 
3 


406 QUARTERLY JOURNAL OF ECONOMICS 


it was the hush of a merciless terrorism, not the quiet 
of civil government. The seeming well-being which 
prevailed was attained by bartering the resources of the 
country in prodigal concessions and by discounting 
the future in reckless debt accumulations. With Heu- 
reaux’s assassination in 1899 came the deluge, and the 
next six years constitute a climax, even in the history 
of Latin-American politics. Figuereo, Vasquez, Jimenez, 
Vasquez again, Woss y Gill, and Morales successively 
occupied the presidential chair, each attaining it by 
much the same means and holding it by as uncertain 
tenure. The country was laid waste, the people crushed 
to hopelessness, the treasury left in utter bankruptcy, 
and a host of creditors, foreign and domestic, after tight- 
ening their hold upon the future, became more and more 
insistent in the present. 

In January-February, 1905, in face of imminent like- 
lihood of foreign intervention, the protocol of an agree- 
ment, providing that the United States should adjust 
the Dominican customs for the benefit thereof, was ar- 
ranged between the two countries. Much opposition 
developed in the United States Senate to the ratifica- 
tion of the instrument, and, altho reported favorably 
with amendments by the Committee on Foreign Rela- 
tions, adjournment was eventually had on March 11, 
1905, without final action thereon. To preserve the 
status quo, more than ever critically threatened, an interim 
arrangement was effected, providing for the collection 
of the Dominican customs revenues by a person desig- 
nated by the President of the United States, and for 
the segregation, for the ultimate benefit of creditors, 
of 55 per cent. of the proceeds in an American deposi- 
tary similarly designated. This temporary arrangement 
went into effect on April 1, 1905, and has since continued 
in operation. 
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On March 24, 1905, the present writer was instructed 
by President Roosevelt to proceed to San Domingo, 
to investigate the financial condition of the Republic. 
Careful examination was made of these matters in the 
succeeding months; and on October 1, 1906, a detailed 
report was submitted upon the origin, the amount, and 
the validity of the public indebtedness. 


Il. 


The history of the modern indebtedness of San 
Domingo is almost entirely comprised within the past 
thirty-five years. The origin of a few claims may be 
traced even further back; but, in the main, 1869 is the 
starting-point of the recent financial as of the political 
history of San Domingo. With respect to the growth 
and the status of the debt this term of thirty-five years 
falls naturally into three periods: (1) 1869-87, the 
genesis of the debt; (2) 1888-97, the decade of bond 
issues; (3) 1898-1905, the period of floating debt accum- 
ulation. Each of these periods will be briefly reviewed. 

(1) The archives of the Dominican treasury give 
little information as to the Republic’s indebtedness in 
1869. Two years later, however, the Commission sent 
to San Domingo by President Grant reported that the 
aggregate indebtedness for which the Dominican Re- 
public was then in any degree liable, including much of 
doubtful character, was $1,565,831.59. This very year, 
1869, however, witnessed the genesis of the modern 
Dominican debt in a bond issue (‘‘Hartmont Loan”), 
which in fiscal recklessness and loose prodigality was 
a worthy precursor of the later loans of the Republic. 
Bonds to the amount of £757,700 were actually emitted 
and sold to the public at rates ranging from 50 to 70 
per cent.; but by reason of neglect, fraud, or deliberate 
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defaleation, only £38,095 was received and accounted 
for by the Dominican government. On its part the 
Republic made no direct contribution to the service of 
the debt; and in July, 1870, the loan contract was for- 
mally repudiated by the Dominican Senate. Interest 
on outstanding bonds was paid until 1872 by the issuing 
firm out of the proceeds of the bond sales, but in August, 
1872, the loan went into default. 

From 1872 to 1888 the story of the Dominican debt 
is the steady accumulation of floating indebtedness. 
Salaries were left unpaid, claims for injuries suffered 
during revolutionary disturbances were freely admitted, 
treasury bills were issued for the purchase of war sup- 
plies, and funds for current expenditure were bor- 
rowed upon any terms that the greed or the prudence 
of the lenders dictated. The Hartmont fiasco discour- 
aged any further bond issues; and recourse was had to 
the merchant lenders of the island, individually or or- 
ganized as “credit companies,” charging interest not 
infrequently at the rate of 10 per cent. a month, com- 
pounded monthly. 

(2) During the decade ending in 1898 the Dominican 
Republic emitted no less than seven bond issues of an 
aggregate nominal value (£1 equalling $5) of $43,958,500. 
A considerable part of this, however, represented refund- 
ing operations; and the actual increase is described 
more accurately by the statement that, whereas the total 
bonded debt of the Republic in 1888 was $3,850,000, 
or, at the scaled valuation of that year, $770,000, in 
1898 the funded debt of the Republic had risen to 
$19,426,750. 

The circumstances of these several loans were much 
the same. Just as President Baez had done in 1869, 
so President Heureaux, in 1888, embarrassed by a 
depleted treasury and harassed by the demands of for- 
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eign and domestic creditor claimants, again turned to for- 
eign money markets. A contract was entered into with 
Westendorp & Co., of Amsterdam, whereby the Domin- 
ican Republic created £770,000 of 6 per cent. thirty- 
year gold bonds, secured by the establishment of a caja 
de recaudacion, or regie, for the collection of import and 
export duties, to be administered and controlled by 
Westendorp & Co. during the life and for the benefit 
of the loan. 

In 1890 a further loan was negotiated with Westen- 
dorp & Co., nominally to provide funds for the construc- 
tion of a railroad from Puerto Plata to Santiago, but 
also, and probably more important, to put President 
Heureaux in possession of a supply of ready funds, and 
to rid him of the inconvenient pressure of a new accumu- 
lation of floating indebtedness. 

Despite the apparently favorable terms under which 
the loan contracts had been secured, Westendorp & 
Co. appear to have fared badly in the réle of fiscal agents 
for the Dominican Republic. In 1891-92 the atten- 
tion of Messrs. Smith M. Weed and Charles W. Wells, 
both of New York, was drawn to the situation, with 
the result that a visit was paid to San Domingo and 
conferences held with Dominican officials. Upon return- 
ing to the United States, the “San Domingo Improve- 
ment Company of New York” was organized under the 
laws of the State of New Jersey; and in May, 1892, all 
the rights and obligations of Westendorp & Co. were 
acquired by the new company. This transfer was rati- 
fied by the Dominican Congress on March 24, 1893, sub- 
ject, among other things, to the condition that the Im- 
provement Company should refund the 1888 and 1890 
loans, together with arrears of interest, upon a 4 per 
cent. basis. The refunding operations took place in 
1893, and were the occasion of the fourth bond issue, 
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with the result that the aggregate bonded indebtedness 
came to be represented by the principal of the 1893 loan; 
namely, £2,035,000. 

The fifth, sixth, and seventh issues, aggregating 
$4,250,000, were emitted in 1893-95, for the purpose of 
discharging floating debts and of quieting indemnity 
claims. The security given for the service thereof was 
again affirmed to be the customs receipts of the Republic, 
supplemented by certain additional imposts, all to be 
collected and administered by the Improvement Com- 
pany as regie. 

The part of the customs revenues left available by 
this arrangement for the service of the 1893 refunding 
gold bonds, or “Belgium bonds,” as they were popu- 
larly designated, appears never to have been adequate 
for the purpose. The early interest payments were 
met by moneys advanced by the Improvement Com- 
pany; but towards the end of 1896 the extravagant 
exactions of the Dominican government and the declin- 
ing credit of Dominican securities are said to have reduced 
the resources of the Improvement Company to such 
straits that further advances were impossible. Accord- 
ingly, on January 1, 1897, the 1893 loan, aggregating 
£2,035,000, was permitted to lapse into default. 

These were the circumstances which in 1897 led to 
the eighth and final bond issue of the Dominican Repub- 
lic. The refunding plan provided that the Republic 
should issue two new classes of securities, namely: (a), 
“Dominican unified debt 4 per cent. bonds”’ to an amount 
not exceeding £1,500,000; and (6) “Obligations Or de 
Saint Domingue,” bearing 2} per cent. interest, to an 
amount not exceeding £2,736,750. Eventually, the 
operation was completed. But it involved cut-throat 
terms, prodigal waste, and unchecked procedure. ‘jIn- 
stead of the economical and orderly readjustment that 
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was to put the financial household of Santo Domingo 
in order and re-establish her public credit, there resulted 
a swollen debit, loose in construction, suspicious in detail, 
and foredoomed to break down. 

(3) The period from 1898 to 1905 forms the inevita- 
ble sequel to the wild financiering and despotic rule of 
the ten years that had gone before. In the last few years 
of his life President Heureaux’s financial policy appears 
to have been a mixture of a degenerate’s cunning and 
a bankrupt’s recklessness. Having wasted, stolen, and 
squandered all legitimate funds, he exhausted the Repub- 
lie’s credit by a vicious debasement of the currency and 
a gross overissue of fiat paper, and secured further 
advances as forced loans or as gambler’s ventures. The 
terms upon which such loans were obtained were of as 
little consequence as a highwayman’s pleasantries or a 
prodigal’s engagements. Harried by political conspira- 
cies which must be bought off or crushed, dunned by 
insistent creditors to whom he must look for further 
advances, Heureaux’s one concern was to obtain money, 
without any regard as to how or in what manner it was 
obtained. The slight extent to which the future troubled 
him is expressed in his favorite epigram, that he cared 
not what history might record of him and of his con- 
duct, since he would not be here to read it. 

Heureaux was assassinated on July 26, 1899, and 
five years of civil anarchy succeeded. In financial mat- 
ters it meant that the worst features of Heureaux’s ad- 
ministration were intensified. Each successive dicta- 
tor inclined to become a more necessitous and a more 
reckless borrower, and each new advance was obtained 
upon harsher terms. The nominal rate of interest upon 
public loans was rarely less than 2 per cent. per month, 
and, with respect to funds or values actually received, 
several times that rate. In consideration of further 
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advances, existing credit accounts were liquidated at 
excessive amounts, and ordinarily secured by contract- 
ual agreements or international protocols. Treasury 
due-bills and general certificates of indebtedness were 
emitted in large volume, and specific sources of revenues 
were alienated or assigned for the service of particular 
loans. In December, 1900, certificates were issued for 
the “privileged revolutionary debt.” In September, 
1901, a formal contract with representatives of the French- 
Belgian bondholders was made for the service of the 
bonded debt. In June, 1903, the claim of the San Do- 
mingo Improvement Company was adjusted. In Octo- 
ber, 1903, the German-Spanish claims, and in May, 1904, 
the Italian claims were liquidated by international pro- 
tocols. Practically, without exception, these definite 
financial engagements, as well as a host of minor ones, 
were violated, neglected, or repudiated by the Dominican 
Republic. 

The thirty-five years of financial dishonor thus briefly 
traced came to an end in 1904 with the activity of the 
Italian and French governments in urging the payment 
of the claims of their respective citizens, culminating 
in the series of events immediately connected with the 
present situation. They found Santo Domingo a con- 
fessed bankrupt, whose public faith was discredited 
no less at home than in every financial market of the 
world, whose current debits were hawked about as little 
better than waste paper, whose people were crushed 
under a galling burden of taxation, whose natural re- 
sources were mortgaged in extravagant or semi-fraudu- 
lent concessions, whose legitimate creditors were left 
without compensation or redress, and whose political 
existence was threatened by contractual obligations and 
international agreements in the interest of foreign 
creditors. 


SAN DOMINGO’S FINANCES 


III. 


Turning now from the origin and growth of the Domin- 
ican debt to its amount and character, it appears that 
the public indebtedness of the Republic, including therein 
the nominal amount of all funded, liquidated, and float- 
ing debts and all recognized claims, together with interest 
in arrears where calculated and demanded, aggregated 
on January 1, 1905, the sum of $32,560,459. This aggre- 
gate indebtedness may be divided into four classes of 
debt, as follows: (1) bonded debt, $17,670,312; (2) 
liquidated debt, $9,595,530; (3) floating debt, $1,553,507; 
(4) recognized claims, $3,741,110. 

On June 1, 1905, there were outstanding bonds of 
the Dominican Republic to the amount of £2,723,406 
bearing 2? per cent. interest, and to the amount of 
£327,120 bearing 4 per cent. interest, or an aggregate 
of £3,050,5.6, equivalent (at the conventional rate of 
exchange of £1 = $5) to $15,252,630. This does not 
include any possible fraudulent, excessive, or unauth- 
orized issues, nor bonds to the amount of £830,654, 
the delivery of which, by the San Domingo Improve- 
ment Company to the Dominican Republic, is included 
in the terms of the arbitral award of July 14, 1904, and 
which figure as a part of that award, under the head of 
“liquidated debt.’”’ The amount of interest in arrears 
upon this bonded debt of $15,252,630 is stated by the 
representatives thereof to be $2,417,682.75, making the 
total of principal and accumulated interest $17,670,312.75. 

The liquidated debt consists of certain admitted but 
unfunded items of indebtedness, secured as to amount 
and manner of payment by international protocols with 
the creditor governments or by formal contracts with 
the creditors in person. There are 43 such debts, rang- 
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ing in nominal amount from $4,403,532.71 to $2,086.21 
and aggregating in nominal value the sum of $9,595,530.40. 
The floating debt is made up of an admitted indebted- 
ness, neither funded nor secured, but evidenced by public 
obligations of one kind or another. There are six general 
groups of such indebtedness, composed of many hundred 
items, and. aggregating in nominal value the sum of 
$1,553,507.79. The recognized claims include a body 
of direct charges for reimbursement or for indemnifica- 
tion, presented in specific amount, and recognized by 
the Dominican government as in some degree valid. 

Whether funded, liquidated, or floating, the public 
debt of Santo Domingo is, essentially, the result of three 
elements: the periodic accumulation of current obliga- 
tions in consequence of revolutionary disturbances and 
civil disorders; the extravagant terms upon which such 
temporary loans have originally been obtained and 
have been subsequently funded; the chronic default 
in the service of the debt, and the consequent rapid in- 
crease of principal. It is possible to point out certain 
other occasions which have given rise to the contraction 
of indebtedness, such as the construction of the Puerto 
Plata-Santiago Railroad, the erection of a few wharves 
and public buildings, the purchase of two unimportant 
gunboats, and the settlement of indemnity claims; but, 
all things considered, the number of- these is few, and 
their aggregate importance is relatively slight. 

It is an obvious commonplace to speak of political 
instability as the keynote of the financial collapse of San 
Domingo. But this is, after all, the alpha and omega 
of the situation. In the brief intervals during which 
the country was not threatened by or actually in the 
throes of revolution, a disproportionate part of the pub- 
lic revenues were applied to the purchase of war supplies 
and to the maintenance of a rag-tag soldiery, leaving 
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other parts of the budget to accumulate in default. At 
other times the amounts so expended virtually absorbed 
all available funds. Thus in the fiscal years 1903 and 
1904 “military and naval” expenditures formed 71.7 
and 72.6 per cent., respectively, of the Republic’s ordi- 
nary disbursements. 

Upon the outbreak of a serious insurrection the com- 
mon procedure for the dictator-president in power— 
assuming, as we safely may, a depleted treasury—was 
to seek from his most favorably disposed merchant lenders 
immediate funds to maintain his soldiery, to enlist re-en- 
forcements, and to secure necessary supplies. For such 
funds he gave either vales (transferable custom-house re- 
ceipts valid in payment of export or import dues) or 
reconocimientos (evidences of indebtedness or treasury due- 
bills). Such securities bore interest at a specified rate 
per month, or included in their face value the capitalized 
amount of such interest, or, most frequently of all, did 
both. 

A Dominican insurrection or “revolution” was rarely 
fought to a finish. A certain point in the struggle once 
attained, both parties turned instinctively to a setile- 
ment. This ordinarily took the form of extending guar- 
anties of personal safety to the insurrectionists, of ap- 
pointing their surviving leaders to public office, of reward- 
ing their military service by outright payments or annual 
pensions (asignaciones), and of recognizing the valid- 
ity of indemnity claims for injuries, fancied and real, 
suffered at the hands of insurrectionists or of govern- 
ment forces. If the insurrection had any vitality, the 
government, weakened, tho triumphant, showed no dis- 
position to haggle as to the amount or terms of such 
obligations. They related to a remote and imperfectly 
realized future, and the troubles immediately at hand 
were urgent and absorbing. 
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Indeed, the very cost of the insurrection, as well as 
the expense of suppressing or pacifying it, was commonly 
crystallized sooner or later into a government debt. 
The sinews of a Dominican revolution would naturally 
be supplied by the merchant bankers of Santo Domingo,— 
sometimes animated by a laudable desire to rid the coun- 
try of an intolerable tyranny, more often venturing the 
advance as a cool-blooded and deliberate speculation. 
If the insurrection proved successful, such advances were 
always recognized, and a handsome return accrued to 
the underwriters. Moreover, the newly constituted 
government was too weak, politically and financially, 
to repudiate the obligations issued by the administra- 
tion just overthrown, especially if they had found their 
way, as they ordinarily would have done, into the hands 
of the very merchants from whom further advances 
must immediately be sought. If the insurrection proved 
unsuccessful, the promissory papers issued by the 
defeated insurrectionists were carefully preserved by 
thrifty lenders until a- new political crisis brought the 
unsuccessful aspirants again to the fore, when all past 
accounts were liquidated at extravagant rates. 

Public borrowing by a country with the unsavory 
past and the uncertain political future of San Domingo 
must, under all circumstances, have been expensive. 
But the terms actually exacted and readily granted 
exceed all bounds either of economic risk or of prudent 
financiering, and are as high a tribute to the rapacity 
of the lenders as to the recklessness of the borrower. 
This is as true of the funded as of the unfunded debt. 
Excessive interest rates, chronic default in interest pay- 
ments, and entire neglect of amortization must neces- 
sarily result in the rapid growth of the principal of the 
debt. The accumulation and compounding of interest 
in default have figured in the nominal growth of the 
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San Domingo debt in no less degree. Unpaid creditors 
have taken some measure of comfort in the frequent 
liquidation of arrears of interest, and the full recognition 
of the validity of all such accumulations has been the 
ordinary condition of further advances. 


IV. 


A situation of the utmost gravity thus presented itself 
in San Domingo upon the adjournment of the United 
States Senate on March 18, 1905, without final action 
upon the pending agreement. Unless there had beem 
some affirmative intervention at this juncture in the 
form of an interim arrangement, San Domingo must 
have experienced: first, the certainty of civil anarchy 
and social retrogression; second, the probability of 
continued default in its obligations; and, third, the 
possibility of serious complications with foreign powers. 

The identical elements which had made misrule and 
disorder chronic conditions in San Domingo during the 
preceding thirty-five years were still in existence, and 
might have been expected to assert themselves with 
peculiar violence the moment it appeared that the old 
political status of the Republic was to remain unchanged. 
Whether this would have taken the form of a blood- 
stained absolutism, like that of Ulises Heureaux, from 
1882 to 1899, or a period of practically uninterrupted 
revolutionary disturbances, as from 1899 to 1904, must 
be guesswork. But there can be no reasonable doubt 
that uprising and bloodshed would have promptly re- 
placed the order and decency which have prevailed under 
the interim arrangement. 

With respect to its existing financial obligations San 
Domingo was a complete and confessed bankrupt. It 
was reasonably certain, however, that a careful determi- 
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nation and adjustment of the actually valid debt, and 
an honest and capable administration of existing sources 
of public revenue, would permit the Republic at once to 
meet all legitimate charges, and ultimately to regain 
@ position of sound and healthy solvency. On the other 
hand, if the chaotic conditions so long prevailing were 
to continue, or, even worse, if they were to be aggra- 
vated by a sharp succession of revolutionary uprisings, 
there was not the remotest likelihood of any change in 
San Domingo’s long record of financial default and 
repudiation. It was very possible that, as theretofore, 
certain obligations might be met or particular payments 
made. But the selection would have no reference to 
the justice or priority of claims, being either a semi- 
fraudulent preferment or a cession to a foreign govern- 
ment’s peremptory demand. 

The direct occasion of American intervention in 
Dominican affairs had been the imminence of serious 
complications between the United States and foreign 
powers, growing out of the active measures taken by 
such governments to enforce the rights of their creditor- 
citizens as secured by formal contracts or by interna- 
tional protocols with the Dominican Republic. It had 
been no Quixotic impulse to pose as a “debt collector” 
for American or for foreign creditors, nor any mere pro- 
vision for a remote contingency, that had made the 
United States concern itself with San Domingo, but the 
much more important circumstance that our traditional 
political policy had not permitted{us to view with uncon- 
cern the debt-collecting activities of foreign govern- 
ments when, as in this particular case, such activities 
were tantamount to occupation of Dominican territory 
for an indefinite period. 

If the United States had been willing to contemplate 
the full operation of these instruments, much of the 
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reason for intervention as an international necessity 
disappeared. On the other hand, if the occupation 
and administration of the important custom-houses 
of San Domingo by foreign powers for the prolonged 
period necessary to discharge heavy debts, and the appre- 
ciable voice in the internal affairs of the country that 
such occupation and administration were certain to carry 
with them,—if these were deemed inconsistent with 
the traditional policy of the United States in the West 
Indies, then it appeared that some positive change in 
the state of affairs theretofore existing was imperative. 

The expressed preference of such foreign governments 
had been to take independent action in compelling San 
Domingo to respect her contracts and treaty stipula- 
tions. In deference to the United States, this attitude 
had been waived, and the United States besought to 
take the initiative in the matter. There was every reason 
to suppose that, failing intervention on the part of the 
United States, independent and immediate action would 
have been seriously considered by such foreign govern- 
ments. 


V. 


The working of the interim arrangement was mean- 
while attended with complete success. From April 
1, 1905, the Dominican Republic enjoyed a civil calm 
and an economic well-being such as it had not known 
for two generations. Insurrections ceased and upris- 
ings became obsolete, simply because customs receipts 
were no longer available as loot. The small peasant 
proprietor, or squatter farmer, was allowed to gather 
his crop, and to retain what he had realized from the 
sale of the surplus. Public officials received their sal- 
aries regularly, and current amounts were discharged 
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promptly. Interior trade revived, and New York 
steamers brought increasing shipments into the coun- 
try. Smuggling was eliminated as a demoralizing ele- 
ment in the commerce of the country. Local merchants 
were protected against the fraudulent preferment of 
their rivals at the customs houses, and importers were 
encouraged to contract larger credit accounts. A new 
spirit spread abroad, halting only at the uncertainty 
of the future, to take shape in splendid prosperity. 

This change was reflected in an astonishing growth of 
the customs receipts of the Republic for 1906 as com- 
pared with those of preceding years. The gross receipts 
of the Dominican customs houses for 1906 were 
$3,191,916.59 as against $2,223,324.51 in 1905 and | 
$1,852,209.54 in 1904, indicating for 1906 an increase 
of 44 per cent. over 1905 and 72 per cent. over 1904, 
while the receipts of 1903 were but $1,037,119.53, or 
less than one-third of those of the year just closed, The 
percentage rate of expense for collection was so much 
less than under the old conditions as to prevent any 
useful comparison, and was actually lower than that 
of the average cost of collection in the United States, 
or any of its island possessions. 

The partition of these receipts in the manner set forth 
in the interim arrangement enabled the Dominican Re- 
public, as never before, to meet every budgetary pay- 
ment, to accumulate a surplus for current expenditures, 
and to segregate a large fund for the ultimate payment 
of the debt. On January 1, 1907, the creditors’ “trust 
fund,” so set apart in the designated depositary, the 
National City Bank of New York City, aggregated 
$2,317,607.40. 

With the lapse of time and the satisfactory working 
of the interim arrangement, there seemed reason for 
believing that much of the opposition to the original 
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agreement on the part of the United States Senate was 
due to the large responsibilities therein imposed upon 
the United States. It was thought that this opposi- 
tion would disappear if, instead of the United States 
both adjusting the debt and collecting the customs for 
the payment thereof, the Dominican Republic should 
itself arrive at a voluntary agreement with all recognized 
debtors and claimants, and the United States merely 
undertake to administer the customs for the service of 
the debt as adjusted. 

Assured of the good offices of the United States in 
such an endeavor, the president of the Dominican Re- 
public appointed Sefior Federico Velazquez, Minister 
of Finance and Commerce, as special commissioner for 
the adjustment of the financial difficulties of the Repub- 
lic. Sefior Velazquez came to the United States in the 
latter part of June, 1906, and remained here, busily 
engaged, for the two months succeeding. The results 
of his labors were three conditional engagements, in 
harmony with the plan proposed :— 

(1) An agreement with Kuhn, Loeb & Co. of New 
York City for the issues and sale, at 96, of bonds of the 
Dominican Republic to the amount of $20,000,000, 
bearing 5 per cent. interest, payable in fifty years, and 
redeemable after ten years at 102}, and requiring pay- 
ment of at least 1 per cent. per annum for amortization. 
The proceeds of the bonds, together with the funds segre- 
gated for the benefit of creditors under the interim 
arrangement, were to be applied: first, to the payment of 
the debts and claims as adjusted; second, to the extinc- 
tion of certain burdensome concessions and monopolies; 
and, third, to the construction, under proper restrictions, 
of railroads, bridges, and other public improvements. 
All of the above was conditioned upon the completion 
of a treaty with the United States, by the terms of which 
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the United States should undertake the collection of 
the customs revenues of the Dominican Republic, and 
the application thereof, so far as necessary, to the ser- 
vice of the new bonds, the remainder being paid over 
to the Republic. 

(2) An agreement with the Morton Trust Company 
of New York City to act (a) as depositary to receive 
the purchase price of the new bonds when paid, and to 
encourage and promote the adjustment of the outstand- 
ing indebtedness and claims in accordance with the terms 
offered by the Republic; and (0), as fiscal agent of the 
loan, to receive from out the customs revenues collected 
by the United States the sum of $100,000 monthly, to 
be applied to the payment of interest upon and to the 
provision of a sinking fund for the new bonds. 

(3) An offer of settlement to the holders of recognized 
debts and claims, enumerated therein, to adjust these 
in cash at rates ranging, respectively, from 90 to 10 per 
cent. of the nominal values. Assenting holders were 
required, in order to obtain the benefit of this offer, to 
signify their acceptance in writing, and to deliver their 
obligations, duly assigned, to the depositary. The nom- 
inal aggregate of the recognized debts and claims included 
in the offer of settlement, exclusive of accrued interest, 
was $31,833,510, for which the Republic proposed to 
pay in adjustment $15,526,240, together with certain 
interest allowances correspondingly reduced. 

On January 5, 1907, the holders of debts and claims 
had assented to the terms of the offer of settlement in 
sufficient amount to assure the success of the readjust- 
ment, as in so far independent. A new convention be- 
tween the United States and the Dominican Republic 
was accordingly prepared; and on February 8, 1907, 
this received the signature of the respective plenipoten- 
tiaries at Santo Domingo City. On February 12 a tele- 
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graph copy of the convention was transmitted by Presi- 
dent Roosevelt to the United States Senate, for the 
advice and consent of that body to its ratification; and 
on February 19 this copy was replaced by the signed 
original. Six days later, on February 25, the Senate 
ratified the treaty with but one verbal and unimportant 
change. The convention now only awaits the approval 
of the Dominican Congress to become effective. 


VI. 


The new convention recites in preamble form that 
disturbed political conditions in the Dominican Repub- 
lic have created debts and claims, many of doubtful 
validity, amounting in all to over $30,000,000; that the 
same conditions have allowed this debt to go into default, 
and that the pressure thereof is a burden to the Republic 
and a barrier to its improvement and prosperity; that 
the foreign creditors have agreed to accept about 
$12,407,000 for debts and claims amounting to about 
$21,104,000 of nominal value, and the holders of internal 
debts and claims of about $2,028,258 nominal value 
have agreed to accept about $645,827 therefor, and the 
remaining holders of internal debts or claims on the 
same basis as the assents already given will receive about 
$2,400,000 therefor, which sum the Dominican govern- 
ment has fixed and determined as the amount which 
it will pay to such remaining internal debt-holders, 
making the total payments under such adjustment and 
settlement, including interest as adjusted and claims 
not yet liquidated, amount to not more than about 
$17,000,000. 

The convention continues that a part of such plan of 
settlement is the issue and sale of bonds of the Dominican 
Republic to the amount of $20,000,000, bearing 5 per 
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cent. interest, payable in fifty years, and payable after 
ten years at 1024, and requiring payment of at least 1 
per cent. per annum for amortization. The proceeds 
of such sale, together with sums heretofore set aside, 
are to be applied to the payment of the adjusted indebted- 
ness and to the extinction of burdensome concessions, 
and thereafter to the construction of works of internal 
improvement; moreover, that “the whole of said plan 
is conditioned and dependent upon the assistance of the 
United States in the collection of customs revenues of 
the Dominican Republic and the application thereof 
so far as necessary to the interest upon and the amor- 
tization and redemption of said bonds, and the Domin- 
ican Republic has requested the United States to give, 
and the United States is willing to give, such assistance.” 

The two governments therefor agree that the Presi- 
dent of the United States shall appoint a General Receiver 
of Dominican Customs, who with the necessary assist- 
ants, likewise appointed, shall collect all the customs 
duties of the Republic until the payment of redemption 
of the bonds so issued. From the sum so collected 
the General Receiver, after discharging the expenses 
of the receivership, shall pay over to the fiscal agent 
of the loan on the first day of each calendar month the 
sum of $100,000, to be applied to the payment of the 
interest and the amortization of all the bonds issued. 
The remainder of the sums collected by the General 
Receiver are to be paid monthly to the Dominican gov- 
ernment. 

The Dominican government may apply any further 
sums to the amortization of the bonds, over and above 
the 1 per cent. sinking fund provision stipulated; but, 
in any event, should the customs revenues collected 
by the General Receiver in any year exceed the sum of 
$3,000,000, one-half of the surplus above such sum of 
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$3,000,000 must be applied to the sinking fund for the 
further redemption of bonds. 

The Dominican government agrees to provide by law 
for the payment of all customs dues to the General Re- 
ceiver and his assistants, and to give them all useful aid 
and assistance and full protection to the extent of its 
powers. The government of the United States in turn 
undertakes to give to the General Receiver and his assist- 
ants such protection as it may find to be requisite for 
the performance of their duties. 

Provision is also made that, until the Dominican 
Republic has paid the whole amount of the bonds so 
created, there shall be no increase of its public debt, 
except by previous agreement between the Dominican 
government and the United States, and that the like 
agreement shall be necessary for any modification of 
the Dominican import duties, provided that an indis- 
pensable condition for the modification of such duties 
shall be “that the Dominican Executive demonstrate 
and that the President of the United States recognize 
that, on the basis of exportations and importations to 
the like amount and the like character during the two 
years preceding that in which it is desired to make such 
modifications, the total net customs receipts would at 
such altered rates of duties have been for each of such 
years in excess of the sum of $2,000,000 United States 
gold.” The accounts of the General Receiver must be 
rendered monthly to the Contaduria General of the 
Dominican Republic and to the State Department of 
the United States for examination and approval by the 
appropriate officials of the two governments. 

The distinctive feature of the new convention, as 
compared with the original agreement, is this: that the 
United States does not undertake to adjust or deter- 
mine the Dominican debt, but merely to administer the 
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customs of the Republic for the service of a new loan, 
the proceeds of which are to be devoted to the discharge 
of all recognized debts and claims, reduced to a basis 
acceptable both to the Republic and the creditors. Even 
this responsibility is limited to a period of fifty years, 
and may, with the prior amortization of the loan, be 
terminated at an earlier date. During this period the 
Dominican Republic is not to increase its public debt 
nor to modify its import duties, save in agreement with 
the United States. 

This extension of the good offices of the United States 
to the Dominican Republic means that debts and claims 
aggregating some $32,000,000 will be discharged for 
about $17,000,000; that the Republic’s credit is at once 
established on a very high plane; that onerous conces- 
sions and monopolies are to be redeemed and important 
works of internal improvement undertaken; that civil 
quiet and adequate revenues for the maintenance of 
government are assured; and that imminent danger 
of foreign intervention is removed,—and all this with- 
out loss of territorial integrity nor menace of independent 
sovereignty. 

Jacos H. HoLLanpDER. 
Jouns Horxins UNIVERSITY. 
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THE CONCEPT OF AN ECONOMIC QUANTITY. 


I, 


StupEnts of economics will remember the late Francis 
A. Walker’s contention that money is not a measure, but 
only a denominator of value. After stating that value is 
a “relation,” he argues as follows: “But a measure, a 
relation, a ratio, cannot be measured! You do not meas- 
ure the relation of a mile to a furlong: you express it as 
8:1. You use a common language for the two quantities. 
You take a common term or denominator for the two dis- 
tances, and thus set them in immediate comparison with 
each other.”* In the subsequent argument, Walker con- 
tended that money served merely to name the relation be- 
tween the values of things rather than to measure their 
values. This piece of reasoning is introduced here not 
so much because it is fallacious as because it is typical of 
a great deal that has been written in apparent ignorance 
of the real nature of an economic quantity, and because 
this apparent ignorance accounts for a good deal of con- 
fusion in the discussion of a number of important ques- 
tions in economics. An examination of Walker’s argu- 
ment will serve as a good introduction to the general 
question of the meaning and significance of an economic 
quantity. 

Without stopping to comment upon the inconsistency 
between this conception of value as a mere relation and 
Walker’s own definition of value as ‘power in exchange,” 
it is pertinent to ask how one could even name the ratio 
between two concrete, material things without first meas- 
uring them. To name the ratio between them is to com- 


1 Money in its Relation to Trade and Industry, p. 30. 
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pare them quantitatively —to say how the amount of 
one compares with the amount of the other. Obviously, 
one must first ascertain their respective quantities before he 
can state the relation between those quantities. What 
Walker seems to have overlooked is the fact that a mile 
and a furlong are not concrete material things, but mere 
expressions of quantity. There is a wide difference, for 
example, between a mile and a fence a mile long, and also 
between a furlong and a fence of that length. If one were 
asked to name the ratio between two fences, he would first 
have to measure them. And, if he were ever so good in 
applied mathematics, but unacquainted with the cus- 
tomary use of language, he would not know how to meas- 
ure a fence; that is, he would not know whether to find 
‘out its length, its height, its thickness, its superficial area, 
its cubic contents, or its weight. But he would probably 
find by a very little inquiry into customary usage, that 
measuring a fence means finding its length. And, in order 
to do this, he would have to take some other concrete, 
material thing possessing length,—say a chain, a pole, or 
@ piece of string,—and find, by actual tests, the ratio be- 
tween the fence and the unit of measurement in the matter 
of length. Only after he had ascertained, by measure- 
ment, that one fence was a mile and the other a furlong 
in length, could he even express their ratio as 8:1. Even 
then he might reverse the ratio if he found that the shorter 
fence was eight times as high as the longer. In that case 
it would be correct to express the ratio between the two 
fences either as 8:1 or as 1:8, according as length or 
height were taken as the basis of quantitative expression. 
Which basis should be taken would depend upon whether 
length or height were considered the more important 
dimension for the purpose in hand. 

This illustration will serve as a reminder, without the 
need of elaborate analysis, that measuring a thing means 
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selecting one of its properties and comparing it on the 
basis of that property with some other thing. In measur- 
ing a fence, for example, the property called length is se- 
lected, and the fence is compared on that basis with some- 
thing else, a chain, possessing length. Obviously no such 
comparison can be made unless the thing used as a unit 
of measurement also possesses that property of the thing 
to be measured which is selected as the basis of comparison. 
Inasmuch as every physical object possesses a great num- 
ber of properties, any one of them may be chosen as the 
basis of measurement,—its length, breadth, or thickness; 
or the product of all three, its bulk; or its potential energy; 
or, in economic discussions, its value. 

That value is a quantitative concept is demonstrated 
by the fact that it takes such modifiers as “more” or 
“less,”’ and that the question, how much? when asked with 
respect to the value of a thing, is intelligible——quite as 
intelligible as when asked with respect to its length or its 
weight. Moreover, the question, how much? when asked 
with respect to any property of anything, can only be 
answered by means of a comparison. To say, for ex- 
ample, that a certain reservoir contains a million gallons 
of water means simply that it contains as much water 
as would fill a certain receptacle with certain dimensions— 
a gallon measure—one million times. And there is abso- 
lutely no way of expressing a quantity of water except by 
some such comparison. Of course, it is not necessary 
actually to dip the water out with a gallon measure, but 
some actual comparison must be made. It would prob- 
ably be done by measuring the three dimensions of the 
reservoir, and comparing their product with that of the 
three dimensions of a gallon measure. Similarly, there is 
absolutely no way of expressing the quantity of value, or 
power in exchange, in a thing except by means of a com- 
parison, tho it is not necessary actually to go thru 
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the form of an exchange, any more than it is. necessary 
actually to dip the water out of the reservoir with a gallon 
measure. 

All this seems simple enough, and the reader may well 
be impatient. But students of economics have so often 
failed, as did Walker in the above quotation, to apply 
these principles to economic discussions, where questions 
of quantity and quantitative measurement are involved, 
that it seems necessary to elaborate the argument. The 
essential points to be remembered are these: 1. Value 
is a quantitative concept. 2. The value of one thing 
can be compared with that of another. 3. When the 
value of one thing is compared with that of another, and 
the value of the one stated in terms of the other, this 
constitutes a measurement of the one, the other being the 
unit of measurement. This is exactly what is done when 
the value of a thing is stated in terms of money, and 
money becomes the unit of measurement as truly as a 
pound weight or a gallon measure are ever units of meas- 
urement. The value of a horse, for example, is compared 
with that of a dollar when it is found that he will exchange 
for as many things as a hundred dollars will exchange for. 
And, when his value is stated as a hundred dollars, the 
dollar becomes the unit of measurement. This process 
does not differ in the slightest degree from the process of 
measuring the height of the horse. When it is found 
that he is sixteen hands high, it means simply that a hand 
is taken as a unit of measurement. 

What makes this whole question so difficult, and at the 
same time so important, is the fact that, while value is 
par excellence the basis of the economic concept of quan- 
tity, the economist is yet forced to use various physical 
concepts also. In fact, he is compelled to shift back and 
forth from one concept to the other, as, for example, 
when he discusses the relation of the law of supply and 
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demand to value. Tho it is impossible to avoid this 
shifting, it is highly important that it should be done 
consciously and with one’s eyes open to the fact that one 
is shifting one’s position. In any discussion of the law 
of supply and demand in relation to value, the supply of 
the commodity in question (with one exception to be noted 
later) can only be conceived as a physical quantity,—that 
is, @ quantity measured and stated in terms of one of its 
physical properties rather than in terms of value. But 
when one attempts to state the amount of the wealth of 
the community, the quantity of the commodity in ques- 
tion, together with that of all other commodities in the 
community, is stated in terms of value rather than in 
physical terms. Since economics is primarily concerned 
with the concept of wealth, and since the quantity of 
wealth can only be intelligently expressed in terms of 
value, it will be easy to see what was meant by the above 
statement that value is the basis of the real economic 
concept of quantity. Tho this concept of quantity is 
somewhat less definite and somewhat more elusive than 
the various physical concepts, this fact in no wise relieves 
us of the necessity of thoroughly understanding and mas- 
tering it, for important principles depend upon our under- 
standing and mastery of it. Its elusiveness is not the 
fault of the economic theorist. It is the fault—if there is 
any fault—of circumstances. It is not even the invention 
of the economic theorist. It is the invention of the prac- 
tical economic world, which completely accepts it, tho 
it does not necessarily understand all that is implied in 
it. No practical man would fail for an instant to under- 
stand the meaning of the question, how much capital 
have you? or, what is the amount of your wealth? 

In the opinion of the present writer there are two par- 
ticular questions in the discussion of which confusion is 
likely to result from the failure to understand clearly that 
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. value is a quantitative concept, and that it is the basis 


for the measurement of quantities in the strictly economic 
sense. One is that of the nature and functions of capital, - 
and the other is the question of the value of money. 


Il. 


There can scarcely be doubt that capital consists of 
material things, altho even on this question some 
writers have taken a different view, and have thought of 
capital as something immaterial and abstract. This con- 
fusion itself, as the present writer has elsewhere pointed 
out," is the result of an oscillating quantitative concept. 
In those centres where the ownership of capital is most 
concentrated and where the transfers of ownership are 
made on the largest scale, as in the stock markets, it has 
become customary to speak of these transfers as exchanges 
of capital. It is also customary to name in statistical 
tables the amount of capital so transferred. Now the 
amount of capital whose ownership is thus transferred is 
invariably expressed in terms of dollars and cents, which 
means that value has been taken as the basis of quanti- 
tative expression. It is, therefore, easy to conceive of 
capital as an abstract fund of wealth measured in terms of 
value, or even as consisting in a fund of value. Thus 
the custom prevails of thinking of capital as value, some- 
times even as money. 

Having arrived at the conception of capital as a fund 
of value, it then becomes pertinent to inquire, with the 
socialists and with certain literary metaphysicians, whether 
capital is productive or not. This question could not pos- 
sibly arise in the mind of one who held to the conception 
of capital as consisting of concrete material instruments 


1 See vol. xv. pp. 587-588 of this Journal; also The Distribution of Wealth, 
New York, 1904, chap. iii. 
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of production, for the question in his case would be the 
same as asking whether tools are useful, and that would 
be absurd. But if capital is thought of as consisting of 
value, it would then by no means be absurd to ask such 
a question, because it would not be quite clear how an 
abstract fund of value could be productive. As a matter 
of fact, it isnot. And, with this conception of capital in 
mind, the only logical answer to the question, is capital 
productive? would be in the negative. If capital is 
value, it is obvious that it is not productive, for the value 
of a thing does not produce anything. Instead of being 
the cause of a product, the value in a tool is really the 
result of the product. That is, the fact that the tool is 
useful and increases the productiveness of industry is 
what gives it its value. In other words, capital properly 
understood as a group of concrete material things has 
value because it is productive, and, except in the case of 
money, it is not its value which makes it productive. 

The failure to see that capital consists of concrete 
material things, and that it is its quantity only which is 
expressed in terms of value, accounts in part for the con- 
fusion prevalent between land and capital. Not only may 
the amount of capital be expressed in terms of value, but 
that of land also. One may think of his land as so many 
dollars’ worth, in which case the conception of land blends 
easily with the conception of capital as also being so 
many dollars’ worth. Whereas, if one held to the physical 
concept of land as consisting of certain material sections 
of the earth’s surface, and of capital as consisting of cer- 
tain material concrete things made by human effort,fhe 
would find that the two concepts did not blend so easily. 
Take, for example, the argument sometimes presented, 
that land is constantly being produced by the railroad 
builders and the diggers of canals.’ A recent writer has 


2 Cf. W. M. Daniels, in Political Science Quarterly, vol. xx. p. 554. 
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asserted that the Panama Canal Company is producing 
land in the same sense as the Baldwin Locomotive Works 
are producing locomotives. The writer, doubtless, means 
that lands hitherto unavailable for use will be made avail- 
able and brought under cultivation by the digging of the 
Panama Canal. Tho he would not maintain that this 
creates new land surface on the face of the earth, he would 
assert that the increase in the usableness of some of the 
existing surface is equivalent to the production of land. 
Now the increase in the usableness or the utility of land 
surface hitherto beyond the margin of cultivation would 
not differ essentially from increasing the usableness or 
utility of land surface already within the margin of culti- 
vation. Whereas considerable sections of the earth’s sur- 
face whose utility was nil before the digging of the canal 
will thereafter have a positive utility, similarly, consider- 
able sections of the earth’s surface whose utility was 
already a positive quantity before the digging of the canal 
will thereafter have a utility represented by a still greater 
positive quantity. Therefore it would be as true to say 
that the Panama Canal Company is producing new land 
when it adds to the utility and value of the land already 
cultivated as it would to say that it is producing new land 
when it gives a value to land formerly possessing none. 
In neither case is it creating new land surface. In both 
cases it is simply increasing the usableness, the utility, 
and consequently the value of the land,—in one case in- 
creasing it from nil to a positive quantity, in the other 
increasing it from a positive quantity to a still higher 
positive quantity. 

The same error, of conceiving of land as consisting of 
value, is made by another writer, who admits that land 
surface could not be produced, but says that land capital 


1 Professor Carl C. Plehn before the Massachusetts Single Tax League, Decem- 
ber 8, 1902. 
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could be produced, and that therefore the supply of land 
could be increased, as well as the supply of capital. The 
fatal defect in this line of reasoning lies in the failure to 
see the necessity of shifting from one conception of quan- 
tity to another in certain phases of economic discussion, 
and the consequent necessity of having one’s eyes open to 
the fact that one is shifting. The supply of land, like the 
supply of anything else, must be conceived of as a physical 
quantity; that is, a quantity measured and expressed on 
the basis of some of its physical properties. To attempt 
to state the supply of land in terms of value results in a 
crude case of reasoning in a circle. If the supply of land 
consists in its value, then one might say that there is an 
abundance of land on Wall Street, New York, because, 
altho the land surface is very limited, the land value is 
immense. It is the scarcity of the supply, as measured 
in physical terms, which gives it its immense value, and 
therefore makes it so large a quantity when expressed 
in terms of value. If, by any chance, the completion of 
the Panama Canal should still further raise the value of 
land on Wall Street, it would mean the production of 
more land at that place as truly as it would mean the 
production of land anywhere else, say on the margin of 
cultivation. 

In reality this so-called production of land by the 
Panama Canal Company is quite like the so-called produc- 
tion of land values by the general social activities of the 
whole community. The building of a church or a school- 
house in a rural community may add something to the 
value of the neighboring land, and it is possible that it 
will also give a positive value to certain areas which 
formerly had no value at all. But this idea of production 
is quite different from that which we apply to the building 
of the church or the school-house itself. When one of these 
buildings is erected, there is a physical change. A thing 
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exists which did not formerly exist at all, and it would be 
very difficult to convince the workmen that they are 
constructing land’ in precisely the same sense that they 
are constructing.a building. Returning to the illustration 
of the Panama Canal Company, it is quite possible that 
the completion of the Panama Canal may greatly increase 
the field for the use of locomotives. That is, it may open 
up new territories to the enterprise of the railroad builder. 
In that case the completion of the Panama Canal would 
result in an increase in the world’s supply of locomotives. 
In other words, if this were true, the Panama Canal Com- 
pany is producing locomotives in precisely the same sense 
that it is producing land. But it is not producing loco- 
motives in the same sense that the Baldwin Locomotive 
Works are. It is merely making better market condi- 
tions, so that more locomotives and more land may be 
used in the future than at present, whereas the Baldwin 
Locomotive Works are actually constructing locomotives. 
No organization, so far as the writer knows, has actually 
constructed new land surface. It ought to be clear that 
there is a wide difference between making locomotives in 
a concrete sense—that is, taking the crude materials from 
the mines and working them up into locomotives by human 
skill and industry—and creating conditions which give 
value to those locomotives after they are made. It ought 
to be equally clear that there is a wide difference between 
producing land and creating conditions which give value 
to land already in existence. 

All these attempts to fuse land with capital depend 
upon the ability to reduce land and capital to a com- 
mon basis of. quantitative expression. That comes thru 
the use of value:as the basis of quantitative expression. 
When land is thought of as a sum of value rather than as 
acres, and when capital is thought of as a sum of value 
rather than as.tools or implements, it is perfectly easy to 
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blend the two concepts. And in addition, when the quan- 
tity thus expressed is seen to be variable and capable 
of being increased, it is easy to think of “land capital” 
as capable of being increased by human labor and enter- 
prise. But this could never occur to one who held a per- 
fectly clear notion as to what “land capital’? means,—that 
it is simply a different quantitative expression for land 
from the physical one, that it is merely a change from 
the concept of land as measured and quantitatively ex- 
pressed in terms of superficial area to a concept of land 
as measured and quantitatively expressed in terms of 
value. 


ITI. 


It was stated above that capital conceived of as con- 
crete goods derives its value from the fact that it is produc- 
tive, and that the value, therefore, is not the cause of 
the product, but the result of the product; and, again, 
that capital conceived of as a fund of value cannot be 
said to be productive. It is necessary here to point out 
the striking exception to that rule; that is, the case of 
money. While it is obviously not true that capital is 
money, as is sometimes popularly assumed, it is true that 
money is capital. That is, it is one kind of capital. It is 
productive in the sense in which any other form of capital 
is productive. It facilitates the business of production. 
By having money with which to transact his exchanges, 
the producer economizes time and effort, as is easily seen 
by any one who will consider the difficulties under which 
the producer would work if he had no money, but had to 
depend upon barter. While money is productive in that 
sense, it is different from all other forms of capital in that 
it derives its productivity or its usefulness from the fact 
that it has value or power in exchange. Its function being 
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to facilitate exchange, it is necessary that it possess power 
in exchange or the ability to purchase, in order that it 
may perform that function. How it gets its purchasing 
power is not a part of the present question. Even fiat 
money, if it performs the function of money at all, must 
have purchasing power. It must have power in exchange. 

This difference between money and other commodities 
ought to make it apparent that the value of money cannot 
be accounted for by precisely the same phase of the law 
of supply and demand as will account for the value of 
other commodities. In discussing the relation of the law 
of demand and supply to the value of any other commodity, 
we must state the quantity of the supply in physical 
terms, and not in terms of value. The value of a loaf of 
bread depends, a given demand being assumed, upon the 
number of the loaves of bread, and a loaf of bread is a 
physical thing. It weighs, say, a pound, or it occupies 
a certain cubic space. When speaking of the supply of 
bread in relation to its value, therefore, we must state 
that supply in terms of weight, or cubic contents, or some 
of its purely physical properties. But it is different with 
money. The supply of money, being the quantity avail- 
able for doing the money work, has to be stated in terms 
of value, since it is the value of each unit which deter- 
mines how much work that unit can do. This makes the 
question of the value of money the most subtle and elu- 
sive of all the questions of value. 

It is obvious that there can be no such thing as a law 
of demand and supply determining value, unless it can 
be reduced to a question of marginal utility. Now the 
utility of money, as already pointed out, lies in its ability 
to facilitate exchange. And, other things equal, its ability 
to facilitate exchange depends upon its power in exchange, 
or its value. But the utility of bread consists in its ability 
to satisfy hunger, and this depends upon the nutriment 
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which it contains, and not upon its value. If we could 
conceive of bread as varying in nutritive qualities from 
time to time and from day to day, the question of its 
value would be more elusive than it now is. But, if it 
varies at all in nutritive properties, these variations are 
so small as to be negligible, and we may therefore assume 
that a given pound of bread possesses as much nutriment 
at one time as at another, so that the total utility of the 
whole supply of bread depends upon the number of pounds 
available. With a given number of people to be fed and 
@ given supply of other articles of consumption, the de- 
mand for bread is better satisfied when there are more 
pounds than when there are less pounds. As the number 
of pounds increases, the desire for bread is more and more 
fully satisfied, so that the marginal utility of bread di- 
minishes. But, on the other hand, if by some miracle 
the nutritive quality of bread could be increased from day 
to day without increasing the number of pounds, still 
there might be said to be an increase in the supply of 
bread. The community would be better nourished and 
the demand for nutriment would be more fully satisfied, 
so that it would be a matter of indifference to the com- 
munity whether the number of pounds of bread of the 
same average nutrition should double or whether the nu- 
tritive power of each loaf should double and the number 
of loaves remain the same. 

Now it is the property of value in money which enables 
it to do its work, just as it is the nutritive property in 
bread which enables it to do its work. With a given num- 
ber of pounds of money, if each pound doubles in purchas- 
ing power, there is twice as much money; or the power of 
money to do its work would be doubled as truly as would 
the power of bread to do its work if the nutritive power 
of each pound were doubled. The question is a practical 
one, because the purchasing power of a pound of money 
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does vary from time to time. But, aside from this, it is 
obvious that we shall get into difficulties at once if we 
attempt to apply the demand and supply theory to the 
value of money in the same way in which we apply it to 
the value of bread. For, as the real supply of bread is 
the quantity of nutriment embodied in it, so is the real 
supply of money the quantity of value embodied in it. 
And, while we might say that the value of bread dimin- 
ishes as the quantity of nutriment embodied in bread 
increases, it would not do to say that the value of money 
diminishes as the quantity of value embodied in money 
increases. The obvious importance of this consideration 
to the discussion of the quantity theory of money will 
at once appear, and it leads to some of the following con- 
siderations. 

It would probably be agreed by every one that under 
a system of free and gratuitous coinage of the standard 
money metal, and under conditions where the standard 
metal was actually kept as the basis of circulation, the 
value of money of any kind would have to correspond to 
the value of the bullion from which the standard money 
was coined. In this country, for example, the value of 
a dollar must always be the same as the value of 25.8 
grains of standard gold, so long as gold remains the basis 
of our currency. Nothing can therefore affect the value 
of money which does not at the same time affect the value 
of gold bullion. But the question arises, what would de- 
termine the value of money in the absence of this sys- 
tem of free and gratuitous coinage and in the absence of 
the governmental policy of maintaining a gold standard? 
It is held, for example, that, since the demand for money 
and the supply of money determine its value, therefore 
the value of money would remain the same even under 
an inconvertible paper currency as under the present 
system, provided the number of dollars remained the 
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same. The facts already pointed out relating to the 
question as to what constitutes the supply of money 
ought at least to make us cautious about accepting any 
conclusion of this kind. Since it is the value itself which 
enables the money to do its work, it would seem to be 
value which is demanded. The demand for bread is not 
a demand for value or purchasing power, but for nutri- 
ment, and nutriment is not dissociated from weight. 
Therefore, it is not inaccurate to say that the demand for 
bread is the demand for pounds of bread. And it is this 
demand for pounds of bread which gives value to each 
pound. But, since it is the value of money which enables 
it to do its work, it is value which is wanted. The de- 
mand, therefore, is for value. Can it be said that the 
demand for value is what gives value to money? It would 
seem, at least, that there must be some antecedent value 
in the money before it is demanded, and, if the demand 
gives any value whatever to the money, it is only a supple- 
mentary value. 

It is one thing to say that the demand for nutriment 
as embodied in pounds of bread, and the supply of nutri- 
ment as embodied in pounds of bread, are the sole factors 
in determining the value or purchasing power of a given 
quantity of nutriment or a given number of pounds of 
bread; but it is quite another thing to say that the de- 
mand for value or purchasing power in money and the 
supply of value or purchasing power in money are the 
sole factors in determining the value or purchasing power 
of a given quantity of value or purchasing power. Yet 
this latter is the proposition to which they must sub- 
scribe who make no distinction between money and other 
commodities, and who apply the law of demand and sup- 
ply to money in precisely the same way in which they 
apply it to the value of other commodities. It may be 
assumed that nutriment is the quality which makes bread 
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useful, and therefore it would be quite proper to say that 
the demand for nutriment and the supply of nutriment 
together determine the value or purchasing power of a 
given amount of nutriment. Or, if we were permitted to 
assume that warmth is the sole quality which makes 
clothing useful, it would be quite proper to say that the 
demand for warmth and the supply of warmth together 
determine the value or purchasing power of a given amount 
of warmth as embodied in clothing. But, altho we must 
assume that value or purchasing power is the property 
which makes money useful, or enables it to do its work, 
it would not do at all to say that the demand for value 
and the supply of value together determine the value of 
a given amount of value. This, again, is the proposition, 
absurd as it is, to which the advocates of the crude quan- 
tity theory of money must subscribe, unless they are 
willing to introduce an important modification in the 
quantity theory as applied to money. 

One curious effort to avoid this conclusion is the attempt 
to define the utility of money in terms of the things which 
it will purchase. That is to say that the utility of a 
piece of money consists of the utility of the things for 
which it will exchange. If this be true, why not say, 
also, that the utility of a loaf of bread consists of the 
utility of the other things for which it will exchange, and 
then say that the utility of each of these other things 
in turn consists of the utility of the things for which it 
will exchange, and so on indefinitely, the utility of every- 
thing consisting of the utility of something else. As a 
matter of fact, this whole proposition is absolutely devoid 
of meaning. To say that the utility of a piece of money 
is the utility of the things which it will purchase throws 
no light on the real question, which is, what determines 
the number of things which it will purchase? That is the 
question of value. If a loaf of bread will exchange for 
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a peck of potatoes, it is because the utility of a loaf of 
bread to the marginal consumer is equal to the utility 
of a peck of potatoes. And, if a piece of money will ex- 
change for a barrel of flour, it is likewise because the utility 
of the piece of money to its marginal user is equal to that 
of the barrel of flour. But to say that a piece of money 
is worth a barrel of flour because the final utility of the 
money to the marginal consumer is equal to the utility of 
the barrel of flour, and then to define the final utility of 
the money as consisting of the utility of that which it 
will purchase,—namely, the barrel of flour,—would be 
another crude case of reasoning in a circle. 

Now the utility of money is the sum of advantages which 
it affords to society, or the advantages of carrying on 
business with money rather than without money. Picture 
to yourself the disadvantages of barter, and you will have, 
in negative form, a picture of the utility of money. The 
final utility of money is the advantage which the final 
increment affords. Find out how greatly exchange is 
facilitated by means of this final increment, or how much 
easier it is to carry on the business of the community 
with this last increment than it would be without it, and 
you have the measure of the final utility of money. 

Some exchanges could scarcely be made at all without 
the use of money. In these cases the utility of money is 
very high, and would equal the utility of the exchanges 
themselves; that is, the advantage of being able to ex- 
change over the disadvantage of not being able to make 
the exchange at all. Some exchanges could only be 
made with great difficulty without money, in which cases 
the utility of money would be considerable. Some other 
exchanges could be made with comparatively little diffi- 
culty, in which cases the utility of money would be in- 
considerable. And some exchanges could be made as 
easily without money as with it, in which cases the utility 
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of money would be nil. This gives us a law of the decreas- 
ing utility of money. If there were only enough money 
to enable the community to carry on those exchanges 
which could not be made at all without money, and if 
there were none for facilitating those exchanges which 
could be made without money, but with great difficulty, 
the final utility of money would be great. Add something 
to the quantity of money in use, so that those exchanges 
which could otherwise be made only with great difficulty 
may now be made by the use of money, and the final 
utility of money will be diminished, tho it will still be 
high as compared with what it would be if money were 
so abundant that practically all exchanges could be 
made by its use. 

Let us take a concrete case. A merchant could hardly 
do business at all without some cash in his drawer. Here 
is a real need of a real man conducting a real business, 
but the exact amount which he must have is not abso- 
lutely fixed. He may keep more or he may keep less in 
his cash drawer. The quantity of his wealth being fixed, if 
he has more cash in his drawer, he must have fewer goods 
on his shelf. If he has less cash, he may have more of 
goods. When it comes down to a question of final incre- 
ments, the question is, will it be better to have one more 
dollar in his cash drawer and one dollar’s worth less on 
his shelves, or will it be better to have one less in his cash 
drawer and one dollar’s worth more on his shelves? If he 
should decide that the inconvenience of doing business 
with a little less cash would overbalance the loss from hav- 
ing somewhat fewer goods on his shelves, he will provide 
for the extra cash, and vice versa. This gives a view of 
the final utility of that particular quantity of money to him. 
Since something like this is true of each and every indi- 
vidual doing business in the community, it is true of the 
business community taken as a whole. 
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As a matter of fact, there are many important exchanges 
transacted by means of uncoined bullion, which is one of 
the most convenient forms of barter and the one which 
approaches most nearly to a money economy. This indi- 
cates that in some of these cases at least the uncoined 
bullion is preferable to either gold coin or paper currency. 
Tn certain other cases it is doubtless a matter of indiffer- 
ence which is used. These represent the marginal use of 
money. But, if there were no kind of money except irre- 
deemable paper, the choice would be narrowed down to 
the use of this kind of money, on the one hand, or the re- 
sort to the use of bullion or to some other form of barter, 
on the other. This would almost certainly lead, at least 
in some of the marginal cases, to an increased use of 
barter and a lessened use of currency. If this be true, 
there is, even from the standpoint of the crude quantity 
theory, a weakness in the argument that, with a given 
amount of business to be carried on, an equal number of 
dollars would have equal value, whether they were made 
of gold or of irredeemable paper. If every gold dollar 
and every dollar redeemable in gold were replaced by an 
irredeemable paper dollar, the margin of indifference be- 
tween the use of barter and that of currency would be 
affected unfavorably to currency. In other words, in 
many of those cases where it was a matter of indifference 
whether the exchange were effected by barter or by means 
of (gold) currency, there would now be a preference for 
barter in one form or another over the use of the (to 
some) less desirable form of currency. The result of this 
would be a reduction in the demand for currency which, 
the number of dollars having been assumed to be the 
same, would, even according to the crude quantity theory, 
cause a fall in its value. 

This difficulty cannot be met by simply calling bullion 
money. The question is, can the circulation of the 
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country absorb as much irredeemable currency without 
depreciation as it can of coin and redeemable currency? 
If the general use of irredeemable paper currency were to 
cause merchants, importers and bankers to make a larger 
use of bullion, there would be a correspondingly smaller 
use of currency. Consequently, the government could not 
inject so much of this kind of currency into the circula- 
tion as it can of the present forms without causing depre- 
ciation. 

However, there are many other transactions where the 
advantage of money over barter of any kind is so obvious 
that men will use money instead of barter by common 
consent, even when it is of irredeemable paper. There are 
cases where money known to be counterfeit, and there- 
fore not only not legal tender, but illegal in every sense, 
has circulated freely and performed all the functions of 
a circulating medium.' Enough money to perform this 
work would doubtless circulate and have a value far above 
that of the material of which it is made, even if it were 
not redeemable in any sense. A still larger amount 
would also circulate if it were indirectly redeemable by 
being received at the post-office and other government 
offices in payment of dues to the government. 

Is it not true, it may be asked, that, when the volume 
of the currency increases, other things remaining the same, 
the purchasing power of each unit tends to fall? There 
seems to be evidence enough to show that these two con- 
ditions tend to go together, but it is not so clear which 
is cause and which is effect. All the observed facts are 
quite as consistent with the theory that the demand for 
money is a demand for value, and that money must have 
some antecedent value before it can serve as money, as 
they are with the quantity theory. Let us assume, for 
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the sake of argument at least, that the former theory is 
correct, that it takes a certain amount of value embodied 
in money to do the money work of the country, and that 
the demand for money is really a demand for this value. 
If the value of each piece of money falls, it will then 
require a larger number of pieces to do the money work 
for the reason that it will take a larger number of pieces 
to effect each and every transaction. Under the free and 
gratuitous coinage of gold, if the value of gold bullion 
falls, the purchasing power of the gold dollar will also 
fall. Consequently, more dollars will be needed to do the 
money. work. Since the gold supply distributes itself 
automatically between the currency and the arts, more 
gold comes into circulation as coin. This is at least as 
good an explanation of the phenomenon we are at present 
witnessing as the theory that prices are rising because 
more gold is coming into circulation without explaining 
why it comes into circulation. 

That the law of demand and supply, if it is applicable 
to the value of money at all, must be applied in a special 
manner, ought to be apparent from what has already 
been said. The following comparison between bread and 
money will add something to the vividness of the contrast. 
When the number of pounds of bread increases, its physi- 
cal properties remaining the same, the community is 
better supplied with bread, even tho the purchasing 
power of each pound is so reduced as to reduce the total 
purchasing power, or value, of the whole supply. But 
when the number of pounds of money increases the com- 
munity is not so well supplied with money if the purchas- 
ing power of each pound is so reduced as to reduce the 
total purchasing power, or value, of the whole supply. 
Assuming that loaves and dollars are fixed physical units, 
an increase in the number of loaves necessarily means an 
increase in the supply of bread, but an increase in the 
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number of dollars is quite consistent with a decrease in 
the supply of money. If the value of each dollar falls 
more than in proportion to the increase in the number 
of dollars, there is an actual decrease in the supply of 
money; that is to say, the total amount of money is not 
able to do so much work as before. 

That every discussion which involves a quantitative 
concept should be preceded by a tolerably clear analysis 
of the nature of that concept ought to be apparent with- 
out discussion. That economics has suffered because 
economists have failed, in at least two conspicuous cases, 
to make such an analysis, the writer believes that he 


has now shown. 
T. N. Carver. 
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BANK RESERVES IN THE UNITED STATES, 
CANADA, AND ENGLAND. 


I, 


Bank reserves are for two purposes: first, to keep credit 
firm by the possession of enough cash to redeem such 
notes or deposits as may be presented for payment from. 
day to day in the ordinary course of business; and, secondi,. 
to be able to respond to unusual and unexpected demands 
for cash. In addition, after being sufficient to serve these 
purposes, they may be regarded as a potential loaning 
power, and may be utilized to prevent, so far as may rea- 
sonably be, extreme fluctuations in interest rates, which 
are equally disturbing to business and disadvantageous 
to the banks. 

How large reserves should be kept to accomplish either 
or all these ends is a question that is likely to meet with 
increasing attention and study in the near future. Already 
it is causing a great deal of discussion in England. Before 
even an approximate estimate can be made, it is absolutely 
necessary that it be known what reserves are being carried 
at present. It is with the hope of furnishing informa- 
tion on this essential point that the present article is 
written. 

The plan briefly is to group the banks of deposit of each 
country under consideration, to consolidate their balance 
sheets, and therefrom to ascertain their net liabilities 
and the amounts of actual cash carried. Savings-banks 
and similar institutions are excluded, as their requirements 
as to reserves are naturally different from those of ordinary 
banks of deposit and discount. It is presumed that the 
reader is familiar with the banking conditions of the three 
countries discussed. 


wit 
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Il. 


In the United States we have to consider banks of four 
classes,—national, state and private banks, and trust 
companies. The following consolidated balance sheet 
is compiled from the returns of the national banks for 
November 12, 1906, and from those of the State and 
private banks and trust companies “for 1906,” all as 
given in the reports of the Comptroller of the Currency. 
It is to be regretted that it is necessary to combine the 
returns of the State banks and trust companies; but, as 
the Comptroller of the Currency includes under the classi- 
fication “State banks’’ a number of trust companies that, 
in his opinion, were banks of discount and deposit in fact, 
and trust companies in name only, it is deemed better 
to group the two classes as one. The returns of the 
national banks are absolutely complete, but those of the 
others are only approximately so. The missing returns 
are, however, only a small fraction of the whole, and, if 
they could be obtained, would effect the percentage of 
reserve but very little, probably decreasing it a trifle. 


9,604 State Total. 
Banke and 
6,199 National Trust Com- 929 Pri- 16,732 re- 
Banks Nov. panies for vate Banks i 
12, 1906. 1906. for 1906. 


(Millions.) (Millions.) Millions.) (Millions.) 
Loans and discounts . . $4,366.0  $3,850.2 $94.4  $8,310.7 


Overdrafts ...... 53.7 33.0 2.0 88.9 
United States govern- 

ment bonds... . . 653.8 72 5 661.6 
Bonds, stocks, and se- ; 

curities ...,.,... 724.0 1,165.9 6.5 1,896.6 
Real estate furniture and 

166.6 194.6 6.7 368.0 
Due from other banks , 

and bankers. . ... 1,139.6 802.1 24.7 1,966.4 
Checks and other cash 

items, incl ex- 

414.1 99.8 6 514.7 
Cashonhand..... 634.5 302.0 6.7 943.3 
Five cent. redemp- 

Other resources .... 5.7 180.9 1.4 188.2 


$8,185.0  $6,636.2 $144.0  $14,965.3 
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9,604 State Total. 
and 


Banks 
6,199 National Trust Com- 929 Pri- 16,732 re- 
Banks Nov. —- vate Banks porting 


12, 1906. for 1906. banks. 
(Millions.) (Millions.) (Millions.) (Millions.) 
Capitalstock ..... $847.5 $690.2 $20.0  $1,557.7 
Surplus and undivided 
687.6 646.4 8.8 1,343.0 
— net outstand- 

Individual deposits .. 4,289.7 4,750.4 109.9 9,150.1 
Due to other banks and 

bankers. ...... 1,599.9 343.3 1.8 1,945.1 
United States deposits 
and deposits of United 
disb' offi- 

Other lisbilities 112.4 205.8 3.3 321.5 


$8,185.0  $6,636.2 $144.0  $14,965.3 


From the above we find the deposit liabilities of the 
banks, other than deposits with each other, to be as follows: 


Individual deposits in the national banks ..... $4,289,773,899 

State banks and trust cos., _4,750,401,919 

United States government deposits in the national 

Deposits of savings-banks in other banks' .... . 156,764,518 

$9,447,289,567 


Of the deposits of the banks with each other we need 
take no account, as we are concerned only with their deal- 
ings with the community. Of course, this can be done 
only from the standpoint of considering all the banks 
consolidated, as it were. In the case of any one bank or 
group of banks the deposits of other banks would have to 
be included. 

In addition to the above $9,447,289,567 of deposits, 
there is another liability of the banks to the people, in 
the outstanding national bank-notes. There is no special 


1 See Report of Comptroller of the Currency, 1906, p. 35. 


. 
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reserve required or kept for these notes; and, as they 
are precisely as much a liability as deposits, each being 
nothing more than a promise to pay, their amount must 
be added to the deposits to obtain the banks’ total lia- 
bility. It may be argued that, since the government 
guarantees their redemption on demand, they occupy 
the position of legal tender, and need not be considered 
in the question of reserves. But, tho the government 
does redeem, it immediately makes itself good from the 
redemption fund furnished by the banks. The ultimate 
burden of redemption is on the banks, as it should be. 
It therefore seems proper to consider the notes as a liabil- 
ity against which a reserve should be kept. Their net 
amount outstanding is therefore added to the deposits 
as follows :— 


Deposits asabove. $9,447,289,567 
Net circulation outstanding November 12,1906 .. . 507,326,146 
$9,954,615,713 


Against this liability of nearly ten billions the amount 
of actual cash was:— 


Cash in national banks ...........2... $634,550,158 
“ “ § per cent. redemption fund. ........ 26,546,111 

« “ State banks and trust companies ...... 302,047,098 
6,761,156 
$969,904,523 


equivalent to 9.73 per cent. reserve. 


The cash held by the national banks consisted of specie 
and legal tenders. What the other banks held is not 
exactly known, as their returns on this point are incom- 
plete. In a number of cases the cash held is unclassified. 
But the amount in doubt is not large in proportion to 
the whole. Taking the usual ratio in estimating mixed 
bills, we are probably within the facts in estimating that, 
of the unclassified cash, $25,000,000 were national bank- 
notes. Now it is debatable whether bank-notes should 
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be included in the reserves of State banks or trust com- 
panies. Certainly, they ought not to be included in the 
reserves when, as now, all the banks of the country are 
being considered as one. Excluding the $25,000,000, 
the reserve would be reduced to 94 per cent. 

The national banks alone held 13.39 per cent. reserve 
against their individual and government deposits and 
circulation; against individual and government deposits 
alone 14.92 per cent. The State banks and trust companies 
held against their individual deposits 6.35 per cent., and 
the private banks 5.24 per cent. 

If objection should be made to the inclusion of the 
national bank-notes in the liabilities of the banks, the 
situation would stand thus :— 


$9,447,289,567 


$634,550,158 
“ “ State banks and trust companies ...... 302,047,098 
$943,358,410 


equivalent to 9.98 per cent. reserve. 


As the bank-notes are excluded from the liabilities, it is, 
of course, necessary to exclude the 5 per cent. redemption 
fund from the assets. 

The following table is of interest as showing the tendency 
of the reserves of the national banks to decrease during 
the past decade. The first’ column gives the total “net 
deposits.” The second column gives the reserve held 


1 The ‘‘net deposits” are the amount, as computed by the Comptroller of the 
Currency, on which a reserve must be kept. It includes the amounts due to na- 
tional banks other than reserve agents, to State banks and bankers, to trust com- 
panies and savings-banks, and to approved reserve agents,—less the amounts due 
from national banks other than reserve agents and due from State banks and 


bankers,—and dividends unpaid, individual deposits, and deposits of United States 
disbursing officers, less exchanges for clearing house, national bank-notes and 
amount due from United States Treasurer. It will be noted that government 
deposits are not included. 


against which was carried 
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in specie and legal tender plus the 5 per cent. redemption 
-fund (as allowed by the Comptroller) plus the amount 
on deposit with reserve agents. The fourth column gives 
the reserve in actual cash, specie and legal tender. 
Similar figures cannot be given for the State banks and 
trust companies; but, were they obtainable, it is not 
unlikely that they would show a similar tendency. 


NationaL Banks (ON oR about OcroBER 1). 


1 2 3 4 5 

Reserve 

held in Ratio Ratio 

cash, in of 

redemption column column 4 
Net fund and to to 
on deposit. column1. incash. column1 
(Millions.) (Millions.) (Millions.) 

re 968.0 323.0 33.4 172.5 17.7 
a 1,111.6 321.6 28.9 172.6 15.5 
ee 1,118.6 303.9 27.2 174.8 15.6 
« 1,168.7 328.9 28.1 188.4 16.1 
1884... 1,098.7 346.1 31.6 219.8 20.0 
ee 1,248.2 415.4 33.3 263.5 21.1 
1886 ° 1,301.8 377.2 29. 225.1 17.3 
Aa cee 1,388.4 394.2 28.4 245.0 17.6 
« 1,543.6 446.2 28.9 268.2 17.3 
ae 1,655.5 459.6 27.8 264.0 15.9 
1,758.7 478.2 27.2 282.7 16.0 
1,758.6 497.4 28.3 296.8 16.8 
Tere 2,022.5 570.9 28.2 327.4 16.1 
ee 1,573.7 513.9 32.6 346.4 22.0 
2,019.2 660.4 32.7 402.9 19.9 
1,989.3 571.4 28.7 340.1 17.1 
ee 1,798.7 543.6 30.2 343.1 19.0 
Se 2,195.6 695.9 31.7 388.9 17.7 
1998 ..... . 2,479.7 750.5 30.1 420.7 16.9 
|e 3,031.5 890.5 29.3 466.3 15.3 
re 3,281.0 983.3 29.7 518.5 15.8 
eae 3,661.6 1,012.2 27.6 539.5 14.7 
ee 3,844.4 804.3 20.9 508.0 13.2 
a «so. 3,863.5 850.8 22.0 554.3 14.3 
1904 ....... 4,400.9 987.1 22.4 661.5 15.0 


1905... ... 4,735.5 1,027.3 21.7 665.6 14.0 


1906... ... 4,927.9 1,020.2 20.7 626.0 12.7 
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III. 


In Canada we have only to consider the banks chartered 
by the Dominion government. The law requires no 
reserve to be kept against either notes or deposits. But 
the banks are obliged to file every month with the Depart- 
ment of Finance statements of their conditions. A copy 
of the summary of these statements for the month ending 
December 31, 1906, is here given. It will be noticed in 
this summary that the deposits are entered in two classes, 
the first payable on demand and the second payable after 
notice or on a fixed day. The first class consists of deposits 
which may be checked against, and on which, as a rule, 
interest is not paid; the second, of deposits upon which 
interest is paid and which are not subject to check. Tech- 
nically, on this second class the banks have the privilege 
of requiring notice before payment, but, practically, that 
privilege is waived; and the second class is payable equally 
with the first class on demand. 


CHARTERED Banks orf CANADA, DECEMBER 31, 1906. 


36 Banks: 
Due Dominion government ..........-. 4,730,421 
Due Provincial governments .......... 9,687,270 
192,143,482 
Deposits payable after notice oronafixedday .. . 398,765,182 
Deposits elsewhere than in Canada. ....... 64,191,182 
Loans from other banks in Canada secured including 
5,717,720 


6,395,645 
' Balances due to agencies of the bank or to other banks 
or agencies in the United Kingdom ...... 8,207,158 
Balances due agencies of the bank or to other banks 
or agencies elsewhere than in Canada and the 
United Kingdom ...... 1,716,823 
Other liabilities .......4... 


Liabilities. 
' Deposits made by and balances due to other banks 
‘ 
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Assets. 
44,266,154 
Deposits with Dominion government to secure note cir- 

Notes and checks on other banks .......... 38,937,901 
Loans to other banks in Canada secured, including bills 

5,717,714 
Deposits made with and balances due from other banks 

Balances due from agencies of the bank or from other 

banks or agenciesin United Kingdom ....... 7,844,990 


Balances due from agencies of the bank or from other 
banks or agencies elsewhere than in Canada or United 


Dominion and Provincial government securities ... . 9,536,448 
Canadian municipal and British or foreign securities. . . 21,376,833 
Railway and other bonds, debenturesandstocks ... 41,455,319 
Call and short loans on stocks and bondsinCanada ... 57,511,747 
Call and short loans elsewhere thaninCanada .... . 58,958,156 
Current loansin Canada ............2.-. 548,684,480 
Current loans elsewhere thanin Canada ....... 36,474,231 
Loans to government of Canada... ........ 3,217 
Loans to Provincial governments .......... 1,356,967 
Real estate other than bank premises ........ 918,028 
Mortgages on real estate sold by bank ........ ' 420,959 
14,860,607 
9,394,586 
954,192,546 


According to the above statement the total deposits were 
$669,517,537, and the gross note circulation $78,416,780, 
a total of $747,934,317. Against this sum was held $68,018,- 
904 specie and legal tender, a cash reserve of 9.09 per cent. 

In addition to their cash the banks held on deposit in 
foreign banks $13,433,636. This amount is the difference 
in the above statement of the balances due from agencies 
of the bank or from other banks or agencies in the United 
Kingdom, and elsewhere than in Canada and the United 
Kingdom, and similar balances due to. These foreign bank 
balances are principally deposits in London, New York, 
and Chicago, and in estimating the reserve certainly ought 


| 
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to be included as much as the deposits of our national banks 
with each other. Adding $13,433,636 to the specie and 
legal tenders as above, we have a total of $81,452,540 in 
cash and on deposit, or 10.88 per cent. reserve. 

The following table shows the circulation and deposit 
liabilities of the banks since 1890, together with their re- 
serves in cash and on deposit and their proportions :— 


1 


2 Ratio of 
Gross Specie 


Ratio of columns 
circulation and Net column 2 2 and 3 
Dec. 31. No. of and legal foreign to to 
Year. Banks. deposits. tenders. balances. columni1. column 1. 


(Millions.) (Millions.) (Millions.) 


1890 40 $174.7 $16.3 $11.7 9.34 16.03 
1891 38 194.3 15.9 22.1 8.17 19.58 
1892 39 213.8 19.1 18.5 8.88 17.57 
1893 39 211.3 21.0 17.4 9.92 18.18 
1894 38 222.1 23.2 24.7 10.45 21.57 
1895 38 226.9 24.2 21.7 10.66 20.25 
1896 38 235.2 23.8 23.1 10.12 19.97 
1897 38 267.4 26.0 38.1 9.72 23.95 
1898 38 294.3 26.0 32.6 8.85 19.93 
1899 38 326.3 27.5 29.1 8.42 17.34 
1900 36 356.1 31.5 12.2 8.86 12.28 
1901 34 428.7 32.7 16.1 7.62 11.37 
1902 35 477.5 37.6 15.9 7.87 11.21 
eerie 504.7 47.0 17.2 9.32 12.73 
os a 569.4 56.0 26.2 9.84 14.44 
Weel ae 637.8 58.7 17.0 9.20 11.86 
1G: .... B 747.9 68.0 13.4 9.09 10.88 


It will be noticed in the above table that the reserve in 
cash has been maintained at about the same percentage in 
a remarkably even way. The decline in the reserves of 
cash and on deposit is probably more apparent than real. 
There is reason to believe that, when the Act of 1900 re- 
quired a more detailed classification of the loans held, sev- 
eral of the larger banks entered, under the head of “call and 
short loans elsewhere than in Canada,” loans made by their 
agencies in the United States and which they had previously 
entered under the heading ‘balances due from agencies,” 
etc. This would account for the sudden sali in their for- 
eign balances in 1900. 


‘ 
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IV. 


When the student turns to the United Kingdom and 
attempts to view banking conditions as they exist there 
to-day, he finds a situation very different from that inCanada 
or the United States. In the first place the banks are not 
obliged by law to keep reserves or even to make reports or 
statements of their condition. It is, therefore, difficult 
even to know how many banks exist. Apparently, there 
are, exclusive of some sixty to seventy colonial and foreign 
banks, about two hundred joint stock and private banks, 
with some 7,500 offices. It is only within the last thirty 
years that expediency has induced some among them to 
make statements of their condition to their stockholders. 
Indeed, in 1877, when the well-known English writer, Mr. 
Palgrave, sought to compile such figures, he was assured 
by people of great experience and high in authority that 
it could never be done. But time has brought about a 
change, and to-day ninety-nine banks, including most of 
the large banks (and, of course, the Bank of England), 
make annual returns. These returns are by no means com- 
plete, but they give us a good deal of information. 

The following summary or consolidated balance sheet of 
the banks making returns for the year 1905 is from the 
London Bankers’ Magazine for April 1906:— 


Liabilities. 
Acceptances, indorsements, etc. .......... 33,312,891 
Deposits and current accounts. .......... 881,546,816 
Note ciroulation. 43,863,946 
Miscellaneous liabilities... 8,085,999 

Assets, 

Cash in hand, at call, and on short notice. . . . . . £253,147,748 
Bills discounted, advances,and loans. ....... 572,776,036 
Acceptances, indorsements, ete., perconira ..... 33,312,891 
Buildings an¢-sumdry aasets. . 27,441,506 


; 
' 
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For convenience the Bank of England statement for 
December 29, 1905, is also given. This statement is in- 
cluded in the consolidated balance sheet :— 


Bank oF ENGLAND. 


Issue Department. 
Liabilities. Assets. 

£45,648,245 
Government debt .......... £11,015,100 
Gold coin and bullion ........ 27,198,245 

£45,648,245 £45,648,245 

Banking Department. 

Proprietors’ capital ........ £14,553,000 
3,273,248 
44,221,033 
7 day and other bills. ....... 99,413 
Government securities ....... £12,798,989 
Other securities .. 39,535,486 
Gold and silvercoin ........ 1,332,006 


£69,963,666  £69,963,666 


As Mr. Palgrave estimates the total deposits of the banks 
of the United Kingdom, exclusive of those of the colonial 
and foreign banks, at from one thousand to eleven hundred 
million pounds, the above summary represents perhaps 80 
per cent. of the resources and liabilities of the banks of the 
country. 

The liabilities first claim our attention. Omitting the 
acceptances and indorsements, which are a contingent 
liability and concerning which it is a debated question as 
to whether they require a reserve, we find that the banks 
are liable to the community for their deposits, current 
accounts, and note circulation in the sum of £925,410,762. 
Against this amount there are held in “cash” £253,147,748 
(including the coin and bullion held by the Bank of England 
in both its departments). This so-called cash reserve equals 


= 
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27 per cent. of the liabilities, and compares with 27 per 
cent. in 1904, 26 per cent. in 1903, 28 per cent. in 1902, 27 
per cent. in 1901, 23 per cent. in 1900, and 24 per cent. in 
each of the years 1899-1898 and 1897. 

But this “cash” reserve is, in fact, by no means a reserve 
of cash. It includes not only cash in hand, but ‘‘cash” at call 
and at short notice, and there are no official figures to give 
the proportion of each item. It is much to be regretted that 
this is the case. Still, some progress can be made, tho it 
will be far from satisfactory, and the conclusion arrived at 
can be at best only a guess. 

Twenty banks return under separate headings (1) the 
cash in hand and on deposit in the Bank of England, (2) 
money at call and on short notice, and show about equal 
aggregate amounts so held. Banks making this distinction 
in their accounts are probably quite as strong in the per- 
centage of cash in hand and on deposit in the Bank of Eng- 
land as those banks that do not so differentiate; and it is 
a fair presumption that, of the total of £253,147,748 “cash” 
held by all the banks, not over one-half, or say £125,000,000, 
is in hand or on deposit in the Bank of England. Altho 
the Bank of England has not since 1877 stated the amount 
of deposits of the other banks, it is good opinion that they 
amount to from £20,000,000 or £30,000,000, or from 50 to 
75 per cent., of the “other deposits” (that is, deposits other 
than those of the government). Calling them £25,000,000 
and subtracting that amount from £125,000,000, we have 
left £100,000,000 “cash in hand,” or 10.8 per cent. reserve. 
But part of this “cash in hand” consists of Bank of England 
notes; and it is understood that part represents checks for 
clearing and remittances in transit. The amount of Bank 
of England notes outstanding, exclusive of those held by 
the bank itself, was £28,500,000. For the sake of argu- 
ment we may say that half was held by the banks. An 
estimate by an English writer, Mr. Gibson, places the amount 
at twenty millions. The total clearings of the London and 
provincial clearing houses for the year 1905 were £12,900,- 
000,000, or at the rate of £43,000,000 a day. As the re- 
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porting banks represent about 80 per cent. of the banking 
done in the United Kingdom, 80 per cent. of £43,000,000, 
or £34,000,000, might represent their checks for clearing 
and remittances in transit. Calling it £25,000,000 (to be 
on the safe side), and deducting that amount, and £14,000,- 
000 for the Bank of England notes held by the banks, from 
£100,000,000 “cash in hand,” and there is left £61,000,000, 
which may be the specie held by the banks. This estimate 
is in accord with current figures as to the total specie in 
the country. In November, 1905, Mr. A. Clayton Cole, a 
director of the Bank of England, estimated that the total 
stock of gold in the United Kingdom, both in the pockets 
of the people and in the banks, was about £110,000,000; 
and the director of the United States Mint estimates the 
stock on December 31, 1905, at £112,000,000. If the esti- 
mate of £61,000,000 held by the banks is accurate, the 
specie reserve would be about 6.5 per cent, nearly one-half 
of it, or £28,500,000, being in the Bank of England. 

It may be objected that, as Bank of England notes are 
legal tender, they should be included as cash. The above 
figures would then have to be altered as follows: the £253,- 
147,748 “cash at hand and at short notice” would be re- 
duced by £27,198,245, the amount of specie and bullion 
held by the Issue Department of the Bank of England, 
and increased by £16,297,185, the amount of notes held 
by the Banking Department, and would become £242,- 
246,688. One-half of this amount, or £121,000,000, would 
be the cash at hand and on deposit, and £96,000,000 the 
cash athand. Deducting the same allowance of £25,000,000 
for checks for clearing and remittances in transit, there is 
left £71,000,000 specie and Bank of England notes, or 
7.6 per cent. reserve. 

An interesting corollary is the condition of the joint stock 
banks exclusive of the Bank of England. Deposits, current 
accounts, and circulation would then be £843,922,274, 
specie £32,500,000, and specie and legal tenders £46,500,000. 
The reserve in specie would be 3.8 per cent., and in specie 
and legal tenders 5.5 per cent. 
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During the last few years there has been much discussion 
in England regarding the inadequate reserves of the banks. 

As illustrating the criticism of the present situation, the 
following from the London Bankers’ Magazine for May, 1906, 
is of interest :— 

While the specie reserves of individual banks have recently, in some 
cases, been increased, there has been scarcely a corresponding increase 
in the reserve of the Bank of England. It is true that as compared 
with the amount held twenty-five or thirty years since there has been 
@ considerable increase. The liabilities of the bank, however, have 
increased more largely than the reserve, and the proportion of the 
reserve itself to the liabilities of the banks generally is distinctly smaller 
on average than it used to be. ... Up to the present time none of the 
suggestions made for meeting the difficulty have been found practi- 
cable, though the risks to our business supremacy which an inadequate 
specie reserve implies increase, and meanwhile the constant variation 
in the bank rate, which are closely connected with the narrow limits 
of the reserve, are the source of continual injury to business. 


The London Economist of November 25, 1905, comment- 
ing upon the situation, says,— 


The only question remaining in regard to it [the gold reserve] is 
how such a perilous defect in our monetary system is to be remedied. 


It is hard to see how progress in reaching a solution of 
this difficult problem can be made until the facts are known; 
and these cannot be known until the banks are obliged to 
make complete and uniform statements.’ 

F. S. 
Brooxuing, Mass. 


1 Since the above was put in type, the statement of the banks for 1906 have come 
to hand. The deposits, current accounts, and note circulation were £954,925,638: 
the cash at hand, at call, and on short notice, £261,637,514: the ratio 27 per cent., 
the same as in 1905. The deductions drawn from the statements of 1905 and the 
ratios obtained, if correct for 1905, would be equally so for 1906. 
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ENGLISH FINANCES UNDER THE LONG 
PARLIAMENT. 


THE conservatism of the English people is nowhere more 
clearly shown than in their retention of a medieval finan- 
cial. system far into modern times. For nearly three cen- 
turies their methods of taxation underwent no great change. 
The system of compounding for tenths and fifteenths, first 
employed for raising extraordinary revenue in 1334, con- 
tinued in use till the accession of Charles I.,1 not because 
it was an efficient means of getting money, but on account 
of the Englishman’s dislike of change. By the end of the 
fifteenth century, therefore, English rulers were facing a 
serious problem. Throughout the following period the in- 
creasing activities of the modern State demanded additional 
expenditures, and at the same time the rise of prices was 
reducing the effectiveness of the fixed income for defraying 
the necessary disbursements. To bring Parliament to 
make the additional pecuniary sacrifice demanded by the 
new order of things was a task that gave the Tudors pause, 
despotic rulers as they were. Henry VII. consequently 
resorted to benevolences rather than ask for additional 
grants. Under his successor, subsidies came to supplement 
the tenths and fifteenths, but the yield fell far short of 
what was expected. The Tudor sovereigns, by being close- 
fisted, like Henry VII., or clever, like Henry VIII., or pop- 
ular and parsimonious, like Elizabeth, managed to make 
headway without introducing too offensive innovations, 
and postponed the trouble which came in double measure 
upon the less practical Stuarts. In the seventeenth cen- 
tury it was no longer possible to keep the machinery of 
government in motion under the old revenue system. The 
writs for ship money, introduced by Charles I., proved, 
however, to be a remedy worse than the disease, and helped 


1 Dowell, History of Taxation, i. 123, 245. 
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to bring about the struggle between king and Parliament ,— 
a struggle which produced as great a revolution in the 
financial as it did in the political system of England. 

When the Civil War broke out in 1642, the existing fiscal 
machinery of the kingdom was swept away. The wealthier 
Royalists had a temporary financial advantage, and gave 
freely of their money, jewels, and abundant plate to equip 
the king with the sinews of war. The party of Parlia- 
ment contributed no less eagerly, tho on a humbler scale. 
“The Rebels,” says Captain John Stevens, that stout pro- 
tagonist of the Royalists, writing in 1725, “as soon as they 
had by their insolences drove the King from London, they 
began to exercise their tyrannical Power, and setting their 
seditious Preachers to work, blew the People into such a 
Flame, that nothing but their own Ruin could please them. 
The City of London went foremost in all Mischief; their 
-Money and Plate was found to carry on the Destruction of 
the Nation, the poorest Wenches being so eager for carrying 
on that good Cause, as they call’d it, as to throw in their 
silver Bodkins and Thimbles‘ for want of better Jewels.” ? 
To those who contributed to the Parliamentary cause the 
public faith was pledged for repayment, with interest at 
8 per cent.’ 

When the first glow of war enthusiasm had died out, and 
it became evident that the struggle was to be long and 
serious, the Parliamentary party began to turn its attention 
to more systematic means for securing the necessary funds. 
With this end in view an order was issued in Parliament 
on November 14, 1642, for the appointment of committees, 
whose chief function was to raise money by loans. Twelve 
days later the Committee for the Advance of Money was 
appointed, consisting of sixteen members, of whom five 


1 These unpretentious contributions gained for the Parliamentary forces the 
epithet of ‘‘Thimble and Bodkin Army.” 


2 Stevens, John, An Historical Account of Taxes, 2d edition, London, 1733, pp. 


3 Scobell, i. 40. 
* Lords’ Journals, v. 445-446; Calendar of the Proceedings of the Committee 
for the Advance of Money, 1642-1656, p. 1. 
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were peers and four were knights.‘ Additional members 
were appointed later. This committee, with a treasurer, 
clerk, registrar, legal counsellor, examiner of witnesses, and 
six collectors, held its meetings at first in the hall of the 
Haberdashers’ Company in Gresham Street, hired for the 
purpose at a rent of £60, and later at the house of Sir William 
Bruncard, Old Palace or the Queen’s Court, Westminster.? 
Its treasury, however, always remained at Haberdashers’ 
Hall. 

The Committee for the Advance of Money was the first 
organized fiscal machine of the Commonwealth, and the 
methods it employed had no precedent in the financial his- 
tory of England. To procure the needed funds, it laid 
assessments, sometimes compulsory and sometimes volun- 
tary, on the adherents of both parties, the rates being one- 
twentieth of the real and one-fifth of the personal property; 
and to every one who made a loan a public-faith, or Ex- 
chequer, bill was issued, pledging repayment. The assess- 
ments at first were confined to the vicinity of London, but, 
as the Parliamentary party gained in strength, the friendly 
counties began to send in contributions, and if any failed 
to contribute they were called to account.* Parliament 
was at an advantage in having London on its side. Here 
much was done by the city officials to assist the committee 
in obtaining supplies. The Lord Mayor, Sir Isaac Penning- 
ton, and Sheriffs John Langham and Thomas Andrews, ap- 
pointed a sub-committee of twenty-six for collecting assess- 
ments in the various wards. The members of this com- 
mittee appointed their own assessors and collectors, and 
received weekly contributions.‘ As the needs became more 
urgent, the authority of the Committee for the Advance of 
Money was gradually extended. As early as February 9, 
1643, it ordered the collectors to learn whether they might 

1 Lord Brooke, Lord Howard of Escrigg, the Earl of Manchester, Lord Say 
and Sele, Lord Wharton, Sir William Brereton, Sir Thomas Middleton, Sir Thomas 


Soame, Sir Humphrey Vane, Jr., Walter Long, Edmund Prideaux, William Purefoy, 
John Pym, William Strode, Samuel Vassall, and Mr. Spurstow. 


2Cal. Com. Adv. Money, vi. 88, 995. 
3, 12, 14. Tbid., vi. 
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not levy distress on those refusing to pay subscriptions,' 
and shortly afterward committees were appointed in the 
various counties for assessing those who had not contrib- 
uted at all or had not made loans according to their estates 
or abilities? These measures were preceded, however, by 
urgent appeals to the people in the vicinity of London. 
January 7, 1643, both Houses of Parliament issued a declara- 
tion showing the necessity of an immediate subscription of 
money or plate by the people in or near the metropolis for 
the use of the army. The sums were to be paid in four 
instalments within three months, in return for which public 
faith bills were to be given, with interest at 8 per cent.’ 
A week later orders were issued that this declaration should 
be read the following Sunday in the churches of London, 
Westminster, Southwark, and the suburbs, and the minis- 
ters were to exhort the people to subscribe with all expe- 
dition. As some ministers failed to comply, the committee 
issued an order on January 20 that these should obey the 
mandate on the following Sunday, and that those who had 
already read the order in their churches should do so again 
and exhort their parishioners to contribute. After this 
exhortation the common council in each parish was to take 
the subscription of as many as possible in church, and on 
the following day go to the houses of those who had not 
subscribed and receive their subscriptions. One-fourth of 
the amount was to be paid two days after the subscription, 
and one-fourth at the end of each month thereafter. Forms 
of entry and receipt of subscriptions were provided.‘ Fi- 
nally, on October 9, 1643, Parliament ordered that all its 
members who were absent with the king or under arms in 
his cause should be assessed for their fifth and twentieth 
parts, and in case of non-payment their estates were to be 
leased.° 

The collection of the assessments seems to have been no 


1 Cal. Com. Adv. Money, 13, 14. 
2 Scobell, i. 41. 3 Lords’ Journals, v. 533-535. 
*Cal. Com. Adv. Money, 11. 5 Scobell, i. 57-58. 
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easy task. The valuation of the estates for the assess- 
ments was made on the basis of what they would bring in 
a time of peace, and, as the disturbed conditions incident to 
the war had caused a decline in property values, this was 
nearly always too high. Seldom were the assessments fully 
paid. Mrs. Everett Green states that two account books 
of this time show that between June 24, 1643, and July 16, 
1644, the receipts amounted to £260,306, and the unpaid 
balance to £1,418,299, or about six times as much! A 
bundle of forty-six accounts returned unsettled by the 
assessment collectors contains a variety of answers of those: 
assessed as to why they should not make payment,—they 
are overrated; they are unable to lend, having no money 
and being in debt themselves; they have already lent as 
much as they are able; they are unable to get in their own 
debts; they cannot pay at present, but will give bond for 
the sum; they will pay when the plate taken from them 
is returned; their trade is so decayed that they cannot earn 
money; they will “consider of it”; their conscience will not 
allow them to pay it.? If a person did not pay his assess- 
ment within ten days after the collector served him with a 
notice, he forfeited his right to a grant of the public faith. 
In case of refusal to pay, the estate was seized and held 
until the obligation was fulfilled, and the houses were either 
let or turned over to destitute persons.’ Very often the 
collectors found it impossible to deliver the notices, as 
the persons would leave their homes to dodge the officer, 
and the servants either would not know or would refuse 
to divulge information as to their masters’ whereabouts. 
Houses would often be closed to prevent the levy of a dis- 
traint. When a distress was levied, the committee gave 
the collectors an extra commission for their trouble, and 
charged all the expenses of the sale, including the extra 
commission, against the offender. Goods thus seized were 
sold at Guildhall “by the candle,” after being duly adver- 


1 See her introduction to the Calendar of the Committee’s Proceedings, vii. ff. 
2 Tbid., 30, 31. 3 See pp. 183, 238, 242, 303, 351, 383. 
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tised.'_ When there was no property to be distrained, per- 
sons assessed were sometimes taken into custody and held 
till they made payment.? 

A sub-committee was appointed in June, 1643, for miti- 
gating any assessments that seemed too high, and every 
Tuesday and Friday it sat at Haberdashers’ Hall as a court 
of appeal from the assessments made by the local officers. 
The usual method was to take the affidavit of the com- 
plainant as to the amount of his property and his indebt- 
edness before June, 1642, but on application the complainant 
could appear by counsel. To obtain a hearing, however, 
half the assessment was required to be deposited in advance, 
and, if the affidavit proved false, the affiant was condemned 
to pay the whole amount of the primary assessment. If 
the sub-committee agreed that the sum deposited was more 
or less than should be paid, he was reimbursed or required 
to make further payment, as the case might be. Any cir- 
cumstances that might call for a mitigation were always 
taken into consideration. For example, Mrs. Mary Allison, 
a widow of Salisbury Court, had her assessment reduced on 
January 19, 1644, from £150 to £20, as her estate in York- 
shire was under the power of the king’s army, and twelve 
grandchildren were chargeable to her for support.’ Numer- 
ous cases of this character appear, assessinents being miti- 
gated for services performed or supplies furnished for which 
no payment had been made, and for damages sustained 
through the quartering of troops or from injuries inflicted 
by the king’s soldiers.‘ When the persons were away from 
England, or when their estates were in the hands of the 
Royalist forces or had been sequestered for delinquency, 
respites were granted. The only persons exempt were those 
whose property was less than £100 in value, but well- 
disposed persons were sometimes allowed by Parliament or 


1A certain John Fletcher, a large purchaser, and evidently in collusion with 
the auctioneers, was accused of standing near the candle and extinguishing it by 
waving his hand or blowing with his mouth at his last bid, when others might 
have bid higher. Cal. Com. Adv. Money, 129. 

2 Ibid., vii. 231, 270, 289. 


3 Tbid., ix. 326. ‘Tbid., 182, 192, 254, 255, 247, 258, 311. 
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by the committee to make voluntary contributions instead 
of being assessed. The members of both Houses of Parlia- 
ment and the attendants on the House of Lords were assessed 
by their colleagues in either House, and not by the commit- 
tee. In case a person had previously lent money to Par- 
liament, the amount was deducted from his assessment on 
the production of a receipt or an affidavit to the effect that 
the loan had not been cancelled by “doubling.”” This term 
refers to a practice of Parliament by which it cancelled 
obligations and at the same time collected additional rev- 
enue. When the holder of a public-faith bill presented it 
with a sum of money equal to its face value, he received 
an allotment of forfeited estates equal to the value of both 
the sums paid in; and, as this was the only certain way to 
secure the redemption of the government certificates of 
credit, the method was as advantageous to those who had 
lent large sums as it was to Parliament.' 

During the years 1643 and 1644 the Committee for the 
Advance of Money was occupied chiefly with the assess- 
ment of fifths and twentieths. In February, 1645, how- 
ever, its jurisdiction was extended over cases against Royal- 
ists or delinquents who, in making their composition before 
the.Committee for Compounding, had concealed part of 
their estate or solvent credits.? Ordinary informers who 
furnished the committee with information were entitled to 
one-fifth of the amount obtained as a result of their dis- 
closures, and officers whose pay was in arrears were allowed 
anywhere from one-third to the whole of the amount— 
usually a half—so recovered. In thus dealing with its 
officers to whom it was indebted, the government received 
money and discharged its indebtedness at the same time. 
As was to be expected, such a system gave rise to grave 
abuses, and by April 29 it became necessary to issue an 
order that no one could furnish the committee with infor- 
mation without a recommendation from a member of Par- 
liament countersigned by the Speaker. At length, on Au- 


1 Cal. Com. Adv. Money, xi. 2 Tbid., 41. 
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gust 8, 1650, Parliament issued an order requiring informers 
to give bond in the sum of £200 that they would carry 
thru their cases, and in the event of their dropping a 
case once begun, or taking payment to desist from prose- 
cuting or suborning witnesses, they were to be im- 
prisoned.' 

The nature of the work of the committee gradually 
changed. At first an organization for exacting forced 
loans from all persons of property, irrespective of party, 
the committee evolved into an organ for punishing by 
money penalties the enemies of the Commonwealth. To 
its duty of ferreting out the concealed property of delin- 
quents, imposed in 1645, was added on August 6 of the 
following year the assessing of Royalists who had already 
compounded for their estates.? Nineteen days later the 
House restricted all assessments of fifths and twentieths 
to Royalists alone, or to those who had not as yet made 
any voluntary contribution to Parliament. The Parlia- 
mentary party was now gaining in strength, and could 
afford to relieve its supporters from undue money exac- 
tions, and throw one of. the most disagreeable burdens on 
the delinquents alone. A source of complaint was the 
hazy way in which indictments were lodged against de- 
linquents, making defence difficult. Accordingly, on June 
18, 1651, it was ordered that, where charges of delinquency 
were made, specific acts and the time of their occurrence 
within a year must be specified, with the place, or the case 
would be dismissed.* On June 5, 1648, it was enacted 
that assessments were henceforth to be imposed only on 
those delinquents who came within the ordinance of 
sequestrations, tho this act was not to prevent the col- 
lection of assessments already levied.‘ These delinquents 
were to be assessed on the estates described by them in 
writing when they compounded at Goldsmiths’ Hall. 
With this restriction the work of the committee was nec- 
essarily curtailed. The delinquents to be dealt with were 


1 Cal. Com. Adv. Money, 83. 2 Ibid., 56. Ibid., 93. 4 Ibid., 70. 
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not allowed within twenty miles of London, and it was 
difficult to make settlements with them except at the 
time they were escorted by guards to Goldsmiths’ Hall 
to make composition for their estates; and, after doing 
this, they usually had very little left with which to pay 
their fifths and twentieths. 

In April, 1650, the members of the Committee for the 
Advance of Money were dismissed, and its functions were 
taken over by the Committee for Compounding. The 
business of the two committees was from this time trans- 
acted by the same body of men, but was kept separate. 
The Committee for Sequestrations had already gone out 
of existence. The administrative machinery was now 
simplified, as the work that had formerly been intrusted 
to three committees was in the hands of one. 

The complete overthrow of the Royalist party was fol- 
lowed by increased activity among the county commis- 
sioners charged with making the assessments outside 
London; and in the period from 1651 to 1653 reports were 
received by the central committee at London from com- 
mittees in no fewer than thirty-seven counties,—an indi- 
cation that the assessments were being levied on delin- 
quents in nearly every part of England.’ The Act of 
Pardon in December, 1651, contained the provision that 
all whose estates were not sequestered by December 1 
were to receive discharges on their taking the engage- 
ment. Not only did this relieve great numbers from charges, 
but it caused much loss to those informers who had hired 
counsel to prosecute cases, as the informer’s share was 
not paid until the money from the delinquent had actually 
been received.? 

The issue of public-faith bills, except on special order, 
was suspended on June 23, 1652; and the suspension 


1 Cal. Com. Adv. Money, 88-110. 


2 Among the informers were a few worthy men, usually officers who could 
get pay for their services in no other way. As examples of these may be cited 
Colonels Hutchinson and Venn. Others had no idea but to gain at their neigh- 
bors’ expense, and still others gave the information to gratify personal malice, 
Tbid., xiii. 
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lasted till December 7 of the following year, when it was 
so modified that those who paid their assessments at the 
proper time and without the resort to a warrant or dis- 
tress by the State were entitled to the public faith for 
repayment. Many took advantage of this order and 
secured certificates. After the establishment of the Pro- 
tectorate, the duties of the Committee for the Advance of 
Money decreased in importance, and gradually came to 
an end, the functions being taken over by Cromwell. The 
last entry in its proceedings is dated May 14, 1656. 

The Committee for the Advance of Money was not the 
most important of the numerous administrative bodies 
appointed by the Long Parliament, but its history is the 
most interesting as well as the most characteristic; and its 
period of activity corresponds closely in time with the 
life of the assembly to which it owed its origin. These 
facts seem to justify an account of its workings at some 
length. Somewhat harsher duties were imposed on the 
Committee for Sequestrations, of which we do not have 
very much information. On March 31, 1643, Parlia- 
ment issued an order for the sequestration of delinquents’ 
estates, naming as delinquent fourteen bishops “and all 
other persons ecclesiastical or temporal as have raised 
arms against Parliament or in actual warfare against the 
same or have contributed, when not under the power 
of the king’s army, money, horse, plate, arms, munition, 
or other aid to the forces against Parliament, or for injur- 
ing in any way persons who have assisted the Parliament 
party.” By sequestering as here employed was meant 
the seizure of the whole property of a delinquent, whose 
estate was to be let and his goods sold. There was to be 
a central committee at London, and a sub-committee in 
each county. The sequestrators were also to seize two- 
thirds of all the property that belonged to Papists or Re- 
cusants, or that was held in trust for them, and were em- 
powered to receive the rents of the tenants of delinquents. 
Such tenants were to be protected and “saved harmless” 
from any forfeiture, penalty, or damage on account of 
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paying their rents to the sequestrators.. On August 19 
Parliament prescribed an iron-clad oath for suspected 
Recusants,? who, in the event of their being unable to take 
it, were to forfeit two-thirds of their property. The goods 
were to be sold by the candle, and one shilling of every 
pound, or 5 per cent., was to go to the informer. In the 
case of delinquents, one-fifth of the estate was left intact 
for the wife and children. Four treasurers were appointed 
to receive the funds at Guildhall.’ 

The activity of the sequestrators varied according to 
the strength of the Parliamentary party in the different 
counties. Where this power was strong, the delinquents 
were at the mercy of their opponents. Their estates were 
seized and let at low rates to the members of the county 
committees or their friends, and their rights to a fifth of 
the property were often ignored. The result was that 
the delinquents suffered heavily, while the State got very 
little. On the other hand, where the Royalists were 
strongly intrenched, it was difficult to get responsible 
men to act as sequestrators.‘ In Wales it was found 
impossible to reach individual delinquents by means of 
sequestration committees, so strong was the Royalist feel- 
ing, and at length a general delinquency tax was imposed, 
February 23, 1649, on the county of Monmouth and the 
various counties of South Wales. A tax of £20,500 was 
to be apportioned and collected in two equal amounts 


1 Scobell, i. 37. 


2 The oath was as follows: I, A. B., do abjure and renounce the Popes Suprem- 
acy and Authority over the Catholic Church in General and over myself in Par- 
ticular; and I do believe that there is not any Transubstantiation in the Sacrament 
of the Lords Supper, or in the Elements of Bread and Wine after the Consecra- 
tion thereof, by any person whatsoever; And I do also believe, that there is not 
any Purgatory, Or that the consecrated Hoast, Crucifixes, or Images, ought to 
be worshipped, or that any worship is due unto any of them; And I also believe 
that Salvation cannot be Merited by Works, and all Doctrines in affirmation of 
the said Points I do abjure and , without any equivocation, Mental Res- 
ervation, or secret Evasion whatsoever, taking the Words by me spoken, accord- 
ing to the common and usual meaning of them. So help me God. 


3 Scobell, i. 49-52. 


4Mrs. Green, in her introduction to the Calendar of State Papers, Domestic 
Series, 1649-50, viii. Referred to hereafter as C. 8. P., Dom. 


{ 
4 
\ 
5 
‘ 
| 5 
. 


474 QUARTERLY JOURNAL OF ECONOMICS 


at intervals of ten weeks from the minor delinquents, 
who were henceforth to be freed from sequestration. The 
more important delinquents, including all who were 
excepted from pardon in the proposition submitted to 
Charles I. at Hampton Court, and all clergymen and pris- 
oners of war, were not to pay this tax, but were reserved 
for special treatment. All persons worth less than £100 
of personalty, or £8 a year, were to be exempt.’ On 
August 10 Parliament extended the same arrangement 
to the six counties of North Wales.’ 

The functions of the Committee for Sequestrations were 
in a few years completely superseded by the work of a 
body of men who constituted the most important of the 
many committees called into existence under the régime 
of Parliament. This was the Committee for Compound- 
ing. Tho it developed into a highly important part of 
the financial administration of the Commonwealth, it 
had an humble origin. On September 28, 1643, after the 
Scotch army in Ireland began to make more and more 
insistent demands for pay, the House of Commons ap- 
pointed a committee to confer with a similar body to be 
chosen by the Lord Mayor and Common Council of London 
as to the best means of negotiating loans to pay the Scots, 
and to agree upon some satisfactory security for the sums 
lent.2 The committee at first had two functions,—to raise 
money and to disburse it to the Scots. Those whose 
duty it was to negotiate loans were called the Goldsmiths’ 
Hall Committee, while those who did the disbursing were 
called at first the Committee for Scottish Affairs,—a name, 
however, that soon fell into disuse, and the name of Gold- 
smiths’ Hall Committee then designated both the receivers 
and the dispensers of the loans. The warrants issued by 
the committee show that considerable sums were sent to 
“our brethren of Scotland for assistance in the war.” ‘ 


1C. 8. P., Dom., 1649-50, 13. 2 Ibid., 271. 
3 Calendar of the Proceedings of the Committee for Compounding, 1. 
4 Ibid., i, 778 ff. 
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At first the committee was occupied only with present- 
ing the names of persons in London and Westminster who, 
they thought, could make loans to Parliament; but in 
July, 1644, they began their dealing with delinquents, 
which was henceforth their particular function, and they 
consequently supplanted the Committee for Sequestrations. 
At first, however, they did not prosecute delinquents as 
the sequestrators did, but merely authorized the sale, 
at six or eight years’ purchase, of estates already seques- 
tered. It was stipulated that the rates should always 
be the same as those the estates were rented for before 
the war began.’ August 6, 1644, the committee began 
compounding with those imprisoned in and around Lon- 
don, and also with those whose estates were already seques- 
tered, and who were willing to save part of them by a 
composition.? September 13, 1644, owing to the neces- 
sity of speedily raising £15,000 for a month’s pay for 
Lord Fairfax’s army, the House of Commons ordered 
a@ general composition with all those it had proclaimed 
as delinquents, and the activities of the committee were 
greatly increased.* As the Goldsmiths’ Hall Committee 
acted directly with the delinquents themselves, and not 
through sub-committees in the counties, its work was 
free from many of the abuses attending the operations of 
the county sequestrators. The delinquents were allowed 
to enter London on a pass issued by the Speaker, and on 
reaching the city were escorted by guards directly to Gold- 
smiths’ Hall, where they compounded for their estates 
according to the nature of their offence. Those who had 
taken part in one of the wars were required to compound 
for a sixth; that is, they were fined to the amount of one- 
sixth of their estates. Those who had taken part in both 
wars compounded for a third, and delinquent members 


1 Calendar of the Proceedings of the Committee for Compounding, 7. 

2 Tbid., 8. 

3 Jbid., 10. An order by the committee on September 20 shows that it was 
the intention of the Commons to restrict the compositions to those it had declared 
delinquents, tho the order of the House does not make any definite statement 
to this effect. 
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of Parliament for a half. In case the delinquent had 
been in a city that surrendered to the Parliamentary forces, 
he made his composition in accordance with the terms of 
capitulation. 

March 3, 1645, the committee declared to Parliament 
that no better means of raising money existed than that 
of composition with delinquents; and three days later 
it asked that, instead of being confined to the considera- 
tion of cases recommended by particular orders, it should 
have the power to compound with any delinquents who 
should offer to make direct composition, the proceedings to 
have the approval of the House of Commons before being 
definitely concluded.2 This request was granted, and the 
committee consequently received a much wider scope of 
action. At first the word of the compounder as to the 
value of his estate was not accepted, and he was required 
to bring in a certificate of the value signed by the county 
commissioners.* On December 6, 1645, however, this 
requirement was repealed by Parliament, owing to the 
inconvenience it caused those who had estates in several 
counties, and on the 13th it was enacted that in case 
a delinquent were found guilty of undervaluing his estate 
or concealing part of it the amount of his composition 
should be doubled, and he should forfeit the personalty 
concealed. On June 13, 1648, this rule was modified, 
so that a payment of half the value of the concealed prop- 
erty was allowed to redeem it, and a reward of one shilling 
in the pound was to go to the discoverer.6 The seques- 
trators in the counties gave the committee some trouble 
by refusing to discharge the sequestrations of the com- 
pounders’ estates, when ordered to do so. Those who 
compounded were not subject to sequestration, and were 
released from any proceedings that had already begun 
in this direction. 

It will be observed that, when the estate of a Royalist 
was sequestered, he was fortunate to be able to retain 


1C. 8. P., Dom., 1649-50, ix. 2? Cal. of Com. for Comp., 17, 18. 
Tbid., 24. 4 Ibid., 29. SIbid., 125. Ibid. 23. 
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a fifth, but, if he went into the city and made composition 
at Goldsmiths’ Hall, he was merely fined a sixth, a third, 
or a half of his property, according to the nature of his 
delinquency. The Royalists, therefore, had an advantage 
in the new method of the State in collecting revenue from 
them. But the advantage was not with them alone. The 
State also profited. In the first place the money was 
paid directly into the treasury in London, and there was 
no chance for it to disappear in the pockets of county 
officials. In the second place there was no necessity of 
proving delinquency,—the fact that a person went before 
the committee and offered to compound being sufficient 
proof,—and hence no delays from litigation. Thus the 
delinquents received milder treatment, and the State 
made easier and quicker collections than thru the 
two devices previously described. The number of com- 
pounders was enormous, and would possibly have been 
somewhat larger but for the fact that, as soon as a per- 
son made composition at Goldsmiths’ Hall, he was sent 
straight to Haberdashers’ Hall to pay his fifth and twen- 
tieth.t According to Mrs. Green, the total amount com- 
pounded in eight years was £1,304,957, a sum equivalent 
to-day to five million pounds; and this does not include 
the estates of the wealthiest Royalists or of those remain- 
ing abroad, the property of these being confiscated by the 
Committee for Sequestrations.? Advowsons, too, were not 
subject to composition, but were reserved for the dis- 
posal of Parliament.’ In the northern counties it was 
found necessary to send a special commission to compound 
with the delinquents, and Sir Arthur Hesilrigge and others 
were despatched thither to perform this duty in the 
summer and autumn of 1649.4 In 1650 the members of 
the Committee for Compounding took over the functions 
of the Committee for the Advance of Money, and con- 


1 Statement of Sir David Watkins, Cal. of Com. for Comp., 23. 
2C. 8. P., Dom., 1649-50, xi. 
3 Cal. of Com. for Comp., 32. 4C. 8S. P., Dom., 1649-50, xxvii. 
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tinued their work, tho in a diminishing degree, under the 
Protectorate. 

There were a number of committees of minor impor- 
tance, of which we have less complete information. The 
Committee for Plundered Ministers (1645-53) was created 
for the purpose of increasing the income of neighboring 
loyal ministers from the revenues derived from the rec- 
tories, tithes, and estates of delinquent clergy.’ The 
Committee for Indemnity (1649-56) was charged with 
protecting against the legal consequences of their acts 
those who for the service of the State had made requisi- 
tions of horses and goods, had damaged lands or crops, 
or had taken free quarter. It could suspend the action 
of the law in all cases where it was proved that the viola- 
tion was done in the service of Parliament. As it could 
compel landlords to deduct from their tenants’ rent the 
amounts the latter had paid for assessments or for free- 
dom from quartering,’ it greatly aided in the collection 
of these charges. A further duty was to protect the pur- 
chasers of sequestered estates against the original owners.® 
The Army Committee had a great control over. expendi- 
tures; but its records, such as exist, are not yet available.‘ 
The same is true of the Committee for taking the Accounts 
of the Kingdom, which looked into the accounts of all 
persons who handled public moneys.’ There were also 
a Mint Committee, a Revenue Committee, a Committee for 
removing Obstructions in the Sale of Delinquents’ Lands, 
and a Committee of Trustees for the Sale of Fee-farm or 
Crown Lands, the titles of which sufficiently explain their 
functions. 

The revenue from the fifths and twentieths and from 


1C. 8. P., Dom., 1649-50, xi. 


2 With regard to payments to secure freedom from the quartering of troops, 
it should be stated that the county of Lincoln in May, 1649, levied a special assess- 
ment on its citizens in order to secure them exemption from billeting. Whether 
this expedient was generally employed elsewhere, I have not been able to deter- 
mine. See C. 8. P., Dom., 1649-50, 150. 


3 Ibid., xi. 
“Cal. Com. Adv. of Money, i. ® See Scobell, i. 62-64. 
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the estates of delinquents was insufficient for the extraor- 
dinary expenditures occasioned by the Civil War, and 
it became necessary to resort to taxation. The old sys- 
tem of subsidies was tried at first. As this proved inade- 
quate, Parliament resorted to a plan that had been advo- 
cated by Charles I.,—the apportioned tax commonly 
known as the monthly assessment. The amount of rev- 
enue to be raised was apportioned among the counties 
and towns on the basis of their highest returns under the 
old subsidy system. Each local unit was made responsi- 
ble for its share; and the levying and collection were 
left with the local authorities, who proceeded in accord- 
ance with certain rules stated in the ordinance levying 
the tax. It should be observed, then, that, while the as- 
sessments made by the Committee for the Advance of 
Money were rated (that is, every one paid at the same 
rate), the monthly assessments might be levied at dif- 
ferent rates in different counties, the ratio varying as the 
county’s portion was light or heavy as compared with its 
neighbors. Under the system of subsidies the burden of 
the tax fell on the landholders. The assessments were in- 
tended to reach all kinds of property equally, and for a 
time may have been an. improvement; but their justice 
depended, as in the case of all apportioned taxes, on the 
fairness with which they were apportioned among the 
counties, The former returns of the old subsidies were by 
no means an ideal basis of distribution. As an appor- 
tioned tax, however, it had the advantage of securing a 
fixed sum for the treasury, regardless of the rates levied 
in the various counties. The monthly sums assessed and 
the periods covered by them were as follows :— 

1. £10,000, from September, 1644, to June, 1647. 

2. £60,000, from July, 1647, to March, 1648-49." 

3. £20,000, from February, 1647-48, to July, 1648. 

4. £90,000, from April, 1649, to March, 1649-50. 

5. £60,000, from April, 1650, to June, 1650. 


1 The legal year in this period came to a close in March, and this has to be 
borne constantly in mind to avoid confusion of dates. 


480 QUARTERLY JOURNAL OF ECONOMICS 


6. £90,000, from July, 1650, to September, 1650. 

7. £60,000, from October, 1650, to December, 1650. 

8. £120,000, from January, 1650-51, to December, 1651. 

9. £90,000, from January, 1651-52, to December, 1652." 

10. £120,000, from January, 1652-53, to May, 1654. 

The assessments were levied to cover military expendi- 
tures, and always for short periods, being renewed at 
intervals of from three to six months, sometimes for the 
same amount and sometimes for a larger or smaller sum, 
as the needs of the army and navy seemed to demand.? 
From the short period for which each assessment was 
levied, it appears to have been the intention of Parliament 
to remove this form of taxation at the earliest moment; 
but such a measure never became practicable. 

The monthly assessments proved wholly inadequate to 
meet the expenses of the military equipment, and other 
measures were resorted to. On April 12, 1649, before Crom- 
well’s invasion of Ireland, Parliament sent a committee 
before the citizens of London, and urged them to make a 
loan. The mission was unsuccessful. It was then neces- 
sary to resort to a sale of Deans’ and Chapters’ lands, a 
resource not yet tried, and accordingly on April 30 an 
act for the abolition of Deans and Chapters was passed, as 
the preliminary step.‘ To stimulate the sale, persons who 
had formerly made loans were allowed the privilege of 
doubling. Lands of the king and royal family were like- 
wise disposed of, and such sales secured the political 
advantage by strengthening the purchasers in their ad- 
herence to the government. The king’s art treasures—a 
collection of Titians and Vandykes—were disposed of, and 
some fanatics in Parliament even advocated a demolition 
of the cathedrals, that the building materials in them 
might be disposed of for revenue.® 


1 One year. 


2 See Scobell, i. 74, 128, 144, 180; ii. 8, 71, 149, 154, 175, 177, 192, 226, 235, 
272. Commons’ Journals, iii. 666. 


3 Gardiner, Commonwealth and Protectorate, i. 44. 
4 Ibid., i. 55; Commons’ Journals, vi. 198. § Gardiner, i. 418. 


| 


FINANCES UNDER THE LONG PARLIAMENT 481 


Indirect taxes were laid during the same time. In the 
customs duties there was no marked departure from the 
practice preceding the Civil War. The great innovation 
was the introduction of internal revenue duties, or the 
excise, March 28, 1643. Ale, beer, cider, perry, and strong 
waters were among the articles taxed, and others were 
added the following year,—flesh, victuals, salt, in January; 
and, in July, alum, copperas, Monmouth caps, hats, hops, 
saffron, silks, starch, etc.' As was the case with the monthly 
assessments, the excise was imposed at first for a limited 
time, but it was necessary to continue it by various ordi- 
nances,? and finally, in 1656, a schedule of rates was estab-. 
lished. It is difficult to compare the customs duties on 
foreign goods with the internal duties on native commodi-. 
ties, owing to the different units of rating. The excise 
tax was lower than the import duty, however, as can be: 
shown whenever a comparison is possible. For example, 
foreign hops paid ten shillings the ton, and English hops 
only two shillings; foreign soap six shillings the hundred- 
weight, and English soap only four shillings per barrel. 
From November 15, 1643, to August 28, 1647, the excise 
was imposed on flesh, and this was one of the most unpopu- 
lar features of the measure. After this was repealed and 
Englishmen had become accustomed to the excise, Par- 
liament declared the tax “the most equal and indifferent 
that could be laid on the people.”’ Nevertheless, as late 
as 1652 there were outbreaks in Wales, when the officers 
sought to collect the excise, and in Plymouth also, about 
the same time, the officials received abusive treatment.* 

The central office for the collection of the excise was 
situated in London, and commissioners of excise were ap- 
pointed by Parliament. Subordinate officers were chosen 
for various parts of England and Wales. In September, 
1649, the commissioners were empowered to farm the excise, 


1 Dowell, History of Tazation, ii. 9; Scobell, i. 49, 59, 60, 73. 
2 Scobell, i. 68, 74, 75, 98; ii. 72, 452-457; Dowell, ii. 9-11. 
*C.8. P., Dom., 1651-52, 396, 445-447. 
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and a number of records survive showing how this was done. 
On April 5, 1653, the excise on all inland commodities in 
the North Riding of York was farmed for £730,’ and the 
county of Dorset (certain towns being excepted) for £900, 
both for a term of six months. On April 8 the county of 
Essex was farmed for £3,405; Cambridge and Huntingdon 
combined for £3,000; and Norfolk, including Norwich and 
the suburbs of Thetford in Suffolk County, for a quarter of 
a year for £2,000.2_ The administration of the excise gave 
ground for complaint by many who thought it antagonistic 
to the liberties of Englishmen, and pamphleteers attacked 
it even as late as the second year of the Protectorate.* The 
revenue from the excise tax was devoted in great part ‘to 
provisioning the army, and was thus an important supple- 
ment to the proceeds from the monthly assessments, which 
furnished a part of the pay for officers and men. 

For the purpose of raising auxiliaries, a weekly meal tax, 
the price of one meal a week, was levied for six years during 
the Commonwealth period, and produced a total revenue of 
£608 ,400.* 

Taxes and expenditures under the Long: Parliament 
reached an unheard of figure, in spite of the fact that the 
Parliamentary party in the beginning had raised its voice 
against oppressive taxation. The unsettled state of affairs 
at home, the invasion of Ireland in 1649, the threatening 
attitude of Scotland, the naval struggle with Holland, all 
necessitated strong and well-equipped military and naval 
establishments and extraordinary disbursements from the 
national purse. There is no complete statement available 
of the expenditures of the period, but an estimate of the 
military and naval expenses for the year 1649, made by 
a member of Parliament, places the amount at a little over 


1C. 8. P., Dom., 1652-53, 252. 2 Ibid., 270. 


® The following is the title of a pamphlet issued at London in 1654 by Will- 
iam Prynne: A declaration and protestation against the illegal, detestable, oft-con- 
demned new taz and extortion of excise in general, and for hops (a native uncertain 
commodity) in particular. 


‘Stevens, History of Taxes, 290. 
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£2,500,000. In the budget for the year 1610, under the 
extravagant monarch James I., the total amount for all 
purposes was £509,000, and under Charles I., in 1635, was 
£818,000, including the estimate for ship money. A com- 
parison of these figures will give some idea of the enormous 
increase under Parliamentary rule, largely due, however, 
to circumstances entirely beyond the control of any legis- 
lative body. 

After 1649 all the warrants for the payment of money were 
issued by the direct authority of the Council of State, and 
for this year the support of the war in Ireland formed by 
far the largest item of expenditure.? From March 7, 1649, 
to February 15, 1650, 491 warrants were issued, and 249 
of these are explicitly stated to be for the purpose of carry- 
ing on the war in Ireland, while a good part of the rest were 
for military purposes, tho it is not expressly stated that 
they are issued for the service in Ireland. 

A word is now necessary with regard to the state of the 
treasury in this period. From the outbreak of the Civil 
War till Cromwell’s dissolution of the Long Parliament it 
was in confusion. The receipts from each special source 
were credited to a separate fund, and each fund had its 
own treasurer or treasurers, thus entailing extra labor and 
expense and greatly complicating the financial adminis- 
tration. In the years 1649-1650 there were no fewer than 
ten funds, as follows: Goldsmiths’ Hall Fund, consisting of 
the proceeds arising from the work of the Committee for 
Compounding; the Old Ordinances for Ireland Fund, raised 
by weekly assessments of £10,000 per month; the Public 
Revenue Fund, composed of what was once the king’s 
revenue; the Delinquents’ Estates Fund, raised from the 
estates of delinquents by order of Parliament; Deans’ and 
Chapters’ Lands Fund, one-third of which was reserved for 
the navy, one-third for exigencies, and one-third for Ireland ; 
the Ordinance for Ireland Fund, raised by monthly assess- 
ments of £20,000 a month; the Army Treasury Fund, the 


1 Commons’ Journals, vi. 467. 2C.8.P., Dom., 1649-50, 572-600. 
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proceeds of the assessment of £90,000 per month for the 
army in England and Ireland; the Excise Fund, being 
£150,000 reserved from the excise receipts for the payment 
of arrears due offieers and soldiers, by order of Parliament, 
May 28, 1647; the fund at the disposal of the Council of 
State; and the fund raised by the sale of prize ships and 
goods.’ As every warrant was assigned to a particular 
fund, the chances of its being paid promptly depended on 
the condition of that fund. After its issue a warrant was 
often transferred to another fund in order to secure its 
payment, and this added to the confusion. Large sums, 
too, were sometimes transferred directly from one fund to 
another. As a result, tho the warrants for the payment 
of money have been made accessible, the numerous orders 
for transfers, which represent no real disbursement, but 
are included with the other warrants and cannot always 
be separated from them, make it impossible to give 
any accurate statement as to the condition of the treasury 
at any given period. The numerous subdivisions of the 
treasury facilitated fraud as well as increased expenses. 
One Abraham Granger originated a system of counterfeit- 
ing warrants, and after his arrest in 1654 confessed that 
he had circulated spurious debentures and public faith bills, 
and had secured moneys at the treasuries by means of 
bogus warrants. He and his agents had issued $235,000 
in debentures.” 

Such a cumbrous system demanded reform, and there 
were numerous unsuccessful efforts in this direction. A 
committee was appointed by the Council of State on June 
16, 1649, “to consider how the treasury of the Common- 
wealth could be run in one channel,” * and on November 
15 an act with this end in view was prepared by the Council, 
and ordered to be read before the House.* Nothing was 
done. Three years later, on September 30, 1652, the Coun- 
cil deputed a member to go before the Commons and remind 


1C. S. P., Dom., 1649-50, xxxi. ff. 2C. 8. P., Dom., 1654, ix. 415-419. 
3 Ibid. 1649-50, 188. f * Ibid., 394. 
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them of the distracted state of the treasury, and of a bill 
pending for a remedy.’ Not, however, till Cromwell dis- 
solved the Parliament was the needed reform effected. On 
June 21, 1654, an ordinance of the Protector and Council pro- 
vided for the bringing of all the revenues of the Common- 
wealth into a single treasury, the Exchequer at Westminster. 
Henceforth all commissioners, treasurers, and trustees were 
to make payments at the Exchequer, and disbursements 
were to be made by warrant of the great or privy seal.? 
Finally, on September 2, treasury commissioners were ap- 
pointed to look after the funds paid into the Exchequer, 
and to lease lands, fix rents, pay salaries, dismiss officers 
not needed, and fix the pay of those not specially provided 
for the Protector and Council. A large number of high- 
salaried officers was thus done away with. 

The other important financial measures of this period 
concern the post-office and the mint. In 1646 the courts 
declared the royal patent giving a monopoly of the post 
void, and in May the management of the inland post was 
placed in the hands of Attorney-General Prideaux, who 
was held responsible for the profits and was to give a quar- 
terly account.‘ Nothing further was done, till November 
7, 1651, when the Council of State decided that the office 
should be let to farm. Various proposals were offered, and 
the consideration of these dragged on for many weary 
months. In the mean time a private firm, taking courage 
from the decision of the courts, had established an inde- 
pendent post, and was carrying letters cheaper than was 
done under the royal monopoly. There were now two com- 
peting posts, and a good deal of friction sprang up between 
the competitors, which often led to violence. On several 
occasions the employees of one company were waylaid by 
the servants of the other, and rioting and bloodshed re- 
sulted. Prideaux, it appears, finally gave up the manage- 
ment of the post, and on June 30, 1653, it was farmed to 


10.8. P., Dom., 1652, 423 ff. 2 Ibid., 1654, 215-216. 
5 Ibid., 356. 4Ibid., 1654, 22 ff. 
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John Manley for £8,259,193. The other offers ranged be- 
tween eight and ten thousand pounds. Manley was required 
to carry all public despatches free, to make quarterly pay- 
ments, and to keep up a weekly intercourse between England 
and Ireland.’ 

The mint also was in great disorder. There was much 
complaint. of counterfeiting and of light and clipped money 
being sent to Ireland? An English merchant in 1652, 
writing from Amsterdam to Sir Robert Stone in London, 
paints a dismal picture of English monetary matters, the 
bad state of affairs being due, he says, to counterfeiting 
and clipping. He states that it is of common report that 
a@ greater amount of the new coinage had been counter- 
feited than had been coined by the government. When 
the garrisons of the king at Bristol, Shrewsbury, York, 
Oxford, and Carlisle surrendered, the machinery of the 
mints of these places fell into the hands of adventurers, 
who made a counterfeit coin by melting silver and pewter 
dishes.* In 1652 the Council made an improvement by 
adopting a style of coin submitted by Pierre Blondeau, a 
Frenchman. Blondeau’s coin was marked on the edge so 
as to prevent clipping and filing, and was accepted in spite 
of the protests of the Englishmen in the mint, who were 
unable to copy his model.‘ 

Such are some of the salient features of financial admin- 
istration under the Long Parliament. A number of the en- 
actments by this body have proved of lasting effect on the 
English system of State housekeeping. The sequestration 
of the Royalist estates was a potent factor in accomplishing 
the abolition of feudal aids after the Restoration. The 
excise, in spite of the storm of opposition it had once evoked, 
was retained when royalty was restored to power,—a good 
indication that it was an efficient means of gathering rev- 
enue. Tho the monthly assessments were discontinued 


10.8. P., Dom., 1652-53, xxi, 449-455. 
2 Ibid., 1651-52, xxv. 153-157. 3 Ibid., 1651-52, 260-63. 
Thid., 154-157. 
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at this time, they received a new trial a few months later.’ 
The fact that the innovations made in fiscal administration 
during the period of the Commonwealth were not set aside 
with the fall of the Protectorate would seem to indicate 
that the new system was satisfactory, or at least that no 
better one could be devised. The substitution of the assess- 
ments for the subsidies was a step in the advance from 
medieval to modern methods of taxation. Yet neither in 
this measure nor in the introduction of the excise did 
Parliament show any originality. As already stated, the 
monthly assessment had been proposed by Charles I., and 
the excise was at that time common to all parts of Europe. 
The administration of the Long Parliament cannot be 
called economical, but political circumstances necessitated 
extraordinary expenditures. It has become a maxim, too, 
that a people will endure taxes imposed by a represen- 
tative body at its own initiative which they would not 
tolerate for a moment under an absolute monarchy. To 
this rule the financial history of the Commonwealth offers 
no exception. 

O. Scroaes. 
Harvarp UNIVERSITY. 


1 For an account of the financial measures of the reign of Charles II., see an 
article by W. A. Shaw, entitled ‘‘The Beginnings of the National Debt,” in His- 
torical Eesays by Members of the Owens College, 1902, pp. 391-422. 


NOTES AND MEMORANDA. 


LAWS REGULATING THE MIGRATION OF RUS- 
SIANS THROUGH GERMANY. 


For a clear understanding of the regulations affecting 
the migration of Russians thru Germany, it is essen- 
tial to have some idea of the motives which induce the 
German government to enact such legislation. Germany 
is very anxious to build up her merchant marine. In 
her trade with the United States she exports manufact- 
ured articles whose bulk is small, with the possible excep- 
tion of sugar, while she imports mostly bulky raw material. 
As a result, German ships would have to travel west- 
ward only half-loaded, and freight rates would have to 
be higher on this account,—a great handicap in the inter- 
national struggle for the transatlantic carrying trade. 
The possibility of filling the westward-bound vessels with 
immigrants, and of charging high prices for their trans- 
portation, enables Germany to reduce her freight rates, 
and to compete successfully with England’s merchant 
marine. It is essential, then, for Germany’s trade inter- 
ests to have a continuous current of westward immigra- 
tion fill her vessels with human freight.’ © 

Until recent years the emigration from Germany was 
large, and her own emigrants filled up the deck space of 
her westward-bound steamers. But German emigration 
has greatly decreased, and in 1900 only about 9 per cent. of 
the emigrants leaving Hamburg and Bremen were natives 
ofj Germany.’ It became necessary for Germany to secure 


1 Dr. Kurt Wiedenfeld, Die nordwesteuropiischen Welthifen in ihrer Verkehra 
und Handelsbedeutung, Publications of the Geographical Institute at the Uni- 
versity of Berlin, Heft 3, January, 1903, pp. 357, 358. 


dem, p. 356. 
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the transportation across the ocean of the emigrants leav- 
ing Russia for the United States. These emigrants, for 
purely geographical reasons, travelled thru Germany; 
and she had a good opportunity of directing them toward 
the German vessels belonging to the Hamburg-American 
Line and the North German Lloyd. 

The Russian emigrant, then, was desirable as a trans- 
portable commodity. But Germany always had a strong 
feeling against the elements of the Russian population 
which emigrated to the United States. They were malcon- 
tents, who were dangerous to Germany’s political stability. 
Germany wanted the Russians to embark on German ships, 
but she was desirous that none of them should remain in 
German territory. 

Such were the motives of the regulative legislation 
which we are briefly to consider. These laws, or regula- 
tions, it is to be noted, were passed by Prussia. They 
are not laws of the German empire. Tentative regula- 
tions were established on May 6, 1892, and May 27, 1893; 
but the first important rule was proclaimed in a circular 
of the Prussian Minister of the Interior on October 8, 
1893. It read: “Russian emigrants are prohibited from 
entering the Prussian monarchy, unless they possess a 
lawful passport, a ticket to America, and a sufficient sum 
of money to secure their transportation to their destination 
in America. Persons over ten years of age must show 
400 marks, younger persons 100 marks. The persons, 
however, who have steamship tickets for one of the Ger- 
man lines are not required to produce any cash.” ! 

This interesting “regulation” does not define the word 
“emigrant,” and leaves it to the discretion of the police 
to decide who belong to that class. As a result, the regu- 
lations are applied to people whose clothes do not come 
up to the minimum requirement for a non-emigrant in 
the eyes of a German policeman, and to persons who travel 
in the fourth class on the railroads. 

In this way the two purposes of the German govern- 


1 Preussisches Ministerialblatt fiir innere Verwaltung, 1893, p. 247. 
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ment are accomplished. The transportation companies 
are assured a supply of a profitable freight, and German 
political stability is not endangered by an influx of the 
revolutionary population of the Russian empire, 

Before considering the next enactment on the matter, 
we have to present a little historical information. In 
1892 a cholera epidemic broke out in Hamburg. The 
governments of Hamburg and Bremen prohibited the 
entrance of Russian emigrants into their territories, think- 
ing that they brought the disease. This was a blow for 
the steamship companies. A conference of the inter- 
ested parties was called. The companies decided to build 
@ quarantine station where all the emigrants could be 
inspected before entering Hamburg or Bremen. Soon 
after Prussia demanded similar precautions, and the trans- 
portation companies erected nine sanitary inspection 
stations on the Russo-German frontier. After the epi- 
demic was over, these quarantine stations were retained 
by the Prussian government, and Russian emigrants had 
to go through those stations before being admitted to 
Prussian territory. The steamship companies agreed to 
bear all the expense of this inspection. On April 3, 1895, 
another regulation was issued,’ which required from a 
Russian emigrant the same things as the law of 1893, 
but waived all these requirements, including the posses- 
sion of a passport, if only the representatives of the Ham- 
burg-American Line or of the North German Lloyd took 
charge of the emigrant’s transportation to the United 
States. In any other case the absence of any of the pre- 
scribed possessions made the emigrant liable to deporta- 
tion to the Russian frontier. Fines up to 60 marks were 
established for the attempt to evade the quarantine sta- 
tions. 

The regulations work great hardship. After temporary 
detention at quarantine, the Russian emigrants are treated 
literally as prisoners of the transportation companies. 
The trains conveying them to Hamburg or Bremen are 


1 Preussisches Ministerialblatt fur innere Verwaltung, 1895, p. 129. 
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escorted by police, and the compartments are locked when 
the train stops at the stations. 

The only additional legislation since 1895 is the law 
of February 26, 1905,’ which bars from Germany Russian 
emigrants who possess passports, the required cash, and 
steamship tickets, unless these tickets are for one of the 
transportation lines which have secured concessions from 
Germany. 

These restrictions throw a good many difficulties in 
the way of Russian emigrants. Not long ago twenty of 
them who possessed tickets for a Holland-American steamer, 
but did not possess the required sum of money, succeeded 
in reaching the frontier of Holland, and there, where Ger- 
many’s concern in them should have ceased, they were 
caught by the German authorities, detained for some 
time in the Frankfurt Prison, and then deported to Russia.? 

All this Prussian legislation is seemingly a violation of 
Section 1 of Article IV. of the constitution of the German 
empire, which provides that all legislation about and 
control of foreigners in the country should be left in the 
hands of the imperial government. In addition, the 
interference with the interests and the personal liberty 
of the subjects of one country by the administration of 
another is certainly a breach of international comity, if 
not a violation of international law. Russia’s acquies- 
cence in the discrimination against her subjects is due to 
the fact that the large majority of the emigrants belong 
in Russia within the pale of Jewish settlement, and are 
outside the pale of law. 


E. A. GOLDENWEISER. 
CorNELL UNIVERSITY. 


1 Preussisches Ministerialblatt fiir innere Verwaltung, 1905, p. 48. 
2 Frankfurter Zeitung, 1905, Nos. 229 and 230. 
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THE WISCONSIN TAX DECISIONS OF 
JUNE, 1906. 


During the session of 1905-06 the Wisconsin Supreme 
Court handed down three decisions,* all dealing with taxa- 
tion and all delivered on the same day, which contain so 
many legal interpretations of interest to economists that 
they deserve somewhat extended notice. 

The arguments in all these cases centred around section 
1, article 8, of the Constitution of Wisconsin, which declares 
that “the rule of taxation shall be uniform, and taxes shall 
be levied on such property as the legislature shall pre- 
scribe.” For more than fifty years nobody has known what 
this provision of the constitution really means. Many 
eminent authorities have held that under it the Wiscon- 
sin legislature could levy practically nothing but propor- 
tional property taxes; others have maintained that the 
legislature could levy other kinds of taxes, but that in any 
case the rate must be proportional; whilst the most liberal 
interpreters have held that the legislature could impose 
any of the ordinary commonwealth taxes, and in each tax 


' could exercise the right of reasonable classification with 


respect to form and rates which the decisions of the federal 
courts have made familiar. 

This irritating uncertainty has finally been removed by 
the decisions under consideration. The Supreme Court 
took a position midway between the two extremes, but 
made its position perfectly clear. The legislature is not 
confined ‘to taxes upon property, but may employ privi- 
lege, occupation, poll, excise, license, inheritance, and other 
taxes customarily used by American Commonwealths. 
Property taxes, however, must be uniform and propor- 

1 Chicago & Northwestern R.R. Co. ef al. v. State, State v. Chicago & North- 
western R.R. Co. ef al., and Nunnemacher »v. State, all of which may be found in the 


Northwestern Reporter, vol. 108, to which all page references not otherwise desig- 
nated refer. 
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tional, altho this obligation of uniformity refers to essence 
and substantial burden, not to form and incident. With 
respect to other taxes—those not referred to in the con- 
stitutional clause cited—the legislature has wider discretion, 
and may vary the rate as well as the form, subject only to the 
limitations of the doctrine of reasonable classification. This 
unequivocal interpretation of the constitution brings a 
grateful sense of relief to the people of Wisconsin. Pre- 
vious opinions have been so obscure and in some instances 
so narrow in spirit that recently, when a group of advanced 
legislators wished to introduce an income tax in Wisconsin, 
they wasted no time in attempting to pass a statute, but 
submitted the question directly to the people in the form 
of a constitutional amendment. 

I. The first group of cases cited above, the “penalty 
cases,” grew out of the attempt of the State to collect certain 
penalties for false or wrongful reports of gross receipts, 
upon which basis, it will be remembered, Wisconsin railroads 
were taxed until 1903, when the gross receipts tax was re- 
placed by the so-called ad valorem tax. In May, 1903, 
the administration determined, in Governor La Foilette’s 
words, “to ascertain, if possible, whether the State had been 
wronged by the railroad companies in the amounts which 
they had been reporting annually as the sum of their gross 
earnings for taxation.”* This investigation resulted in the 
discovery of what seems to be incontrovertible evidence of 
unlawful discrimination among competing shippers, in 
addition to very considerable charges and accounts which 
had been wrongfully withheld from the statements of gross 
receipts made by the railroads for purposes of taxation.? 
At the time of this last report the investigation of the rail- 
road commissioner had covered the accounts and vouchers 
of nearly all the railroads of the State for the years 1897- 
1903, and in the case of three of the larger roads had been 
carried back to the year 1894. The railroad commissioner’s 

1 Message of Governor Robert M. La Follette’to the Wisconsin legislature, 
May 16, 1905. 


2 See Special Reports of Railroad Commissioner John W. Thomas, March 23, 
1905, and July 6, 1906. 
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recapitulation of the amounts which, it is alleged, were 
wrongfully treated by the railroads in their reports is given 
immediately below, and will serve to call attention to the 
general character of the items concerning whose inclusion 
among gross receipts the difference of opinion exists :— 


Amounts Depuctep From Gross EARNINGS BEFORE REPORT FOR 


TAXEs. 
Commissions and repaymentstoshippers ...... $6,856,988.75 
Commissions and repayments on passenger traffic . . . 872,661.70 
Expenseofoperatinghotels ............ 1,600.96 
Expense ofoperatingsleepingcars ......... 13,728.91 


By refunds to shippers from Kansas City and Omaha to 
Chicago, on freight which never entered the State 


and no part of which was credited totheState .. 47,008.46 
Amounts Not REPORTED FOR TAXES THAT ARE A Part oF Gross 
EARNINGS. 

Car mileage, credit balance. ........... $1,070,856.11 
Switching chargescollected ............ 2,314,309.02 
Storage, demurrage,and miscellaneous ...... . 165,304.09 
Rentalsoftracksandterminals .......... 905,684.48 


What proportion of the commissions and rebates un- 
earthed in the investigation actually constituted unlawful 
discriminations, and what proportion of the above amounts 
were, in the proper interpretation, wrongfully deducted or 
omitted from the statement of gross receipts, are unde- 
cided questions which, in justice to the railroads, should not 
be prejudged. This much may be said, however. The case 
under discussion was argued and adjudicated on the basis 
of certain stipulations as to the facts upon which both 
parties agreed. In the first of these stipulations the rail- 
roads admitted that certain earnings had been omitted from 
their statements of gross receipts, and that “some of the 
items so omitted from said statement constituting of them- 
selves a substantial sum were, in fact, gross earnings.” 
On the other hand, the railroads contended, and the State 
in turn acquiesced in the contention, that, in withholding 
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such earnings from their statements of gross receipts, the - 
officers of the railroads had “acted and relied upon advice 
of counsel learned in the law, to the effect that the items 
so omitted did not constitute gross earnings under the 
statute: which advice they believed.” 

The penalty cases, which were decided in favor of the rail- 
roads, turned upon the stipulation last mentioned. The 
court held that, as the State had never furnished any clear 
definition of “gross receipts,” and as experience demon- 
strates that it is a difficult matter to decide what should be 
covered by that term, the railroads ought not to be penalized 
for omitting, in good faith and on the advice of counsel, 
doubtful items. In arriving at this decision, however, the 
court encountered one great difficulty. Penalties for failure 
to pay ordinary taxes are, according to the best law, very 
rigorously enforced, no attention being paid to the reason 
for non-payment, whether the fault be excusable or in- 
excusable. This the court recognized fully. The diffi- 
culty was avoided by construing the license tax as a con- 
tractual obligation rather than a tax in the narrow sense, 
punitive provisions of contracts being much more liberally 
construed. than similar provisions of tax laws. “The 
taxing law, so called, under consideration . . . involved, 
in legal effect, an exchange between the State and the rail- 
road company of equivalents. The former accords the 
latter the privilege to operate its roads: the latter, in con- 
sideration thereof, renders to the former a proportion of its 
earnings’’ (p. 608). Later the court went into an analysis 
of the gross receipts license fee, deciding that, while in one 
sense a tax, it is in another sense a mere quid pro quo,— 
“an exaction referable to the taxing power, with the con- 
tractual element, however, specializing it.” 

While penalties are, therefore, not to be collected, it is 
probable the State will eventually secure the back taxes 
due on the amounts wrongfully withheld from the statements 
of gross earnings. The decision practically intimates that 
it is the duty of the State to bring action for the recovery 
of such taxes. 
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II. The ad valorem tax on railroads, which has been in 
force since 1903, provides that railroads shall be assessed 
at full value by the State tax commission, and that on this 
assessed valuation they shall be taxed at the average rate 
of taxation paid by other property in the State. This 
average rate of taxation is arrived at by dividing the total 
property tax collected in the State by the true (as distin- 
guished from the assessed) value of all property subject 
to the property tax. The railroad taxes, it may be said 
further, are retained by the State, and no portion is dis- 
tributed back to the municipal or county governments. 

With this brief description of the nature of the tax, we 
may proceed to summarize briefly the more important 
points decided in this second group of “ad valorem cases.” 

(1) One of the strongest arguments, if not the strongest 
argument, made by the railroad attorneys, rested upon the 
fact, which they proved by the evidence of many assessors, 
that in the valuation of ordinary business concerns, including 
commercial and manufacturing corporations, no separate 
account was taken of good will, value of business organi- 
zation, and the like, while these elements were given full 
weight in the assessment of railroads. The railroads con- 
tended, in short, that, if all the intangible elements of ordi- 
nary business concerns had been assessed as completely 
as they were assessed in the case of railroads, the value of 
the general property of the State would have been very 
much greater than the amount fixed by the tax commission, 
and that the rate of taxation upon the railroads would have 
been correspondingly lower. 

In rejecting this argument, the Supreme Court set up 
a rather remarkable doctrine of value and valuation. In 
brief, the court denied that it is possible, either in the case 
of private businesses, ordinary corporations, or quasi- 
public corporations, to assess the physical value of the 
property separately from the intangible value given by the 
good will, favorable prospects, or actual franchises. 

The statute does not contemplate that franchises of any sort of 
corporations, private or public, or good will or prospects of any busi- 
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ness or any such matters, shall be considered by the assessor and valued 
as separate elements or that any definite sum shall be added to the 
value of the physical things on account thereof. It only contemplates 
the valuation of such physical things under the circumstances of each 
particular case. The value of the physical elements of corporations, 
or business property, is made up largely of those which are invisible. . . . 
In valuing such property, looking only at the visible elements, one 
would unconsciously include the invisible. No one would think, in 
valuing a factory of any sort with an established business, of its value 
as a disorganized piece of property. . . . To our minds, when the wit- 
nesses [the assessors] on the trial of this case stated they valued the 
property of business corporations or companies, observing only the 
things visible, fixing the value upon those things as they found them, 
whether they specially thought of the other elements and considered 
the same or not, they were in effect included (p. 572)... . 
One might as well try to value the life blood of a horse or his capacity 
to breathe as to try to place a value upon the visible part of a railroad 
property separate from its rights, franchises, and privileges (p. 573). 


(2) Ad valorem taxation of railroads at the average rate 
of taxation paid by other property raises a nice question 
concerning the exact content of the group of things which 
are glibly designated by the phrase “general property of 
the State.” When dividing the total property taxes by the 
true value of general property in order to ascertain the 
average rate of taxation, should property which has wholly 
escaped taxation be included or not? In other words, 
should railroads be taxed at the average rate paid by other 
property which is “caught,” or at the average rate paid 
by those tax-payers who are “caught,” or at the average 
rate which would obtain if all taxable property and all tax- 
payers were properly assessed and taxed? 

The railroads contended that the tax commission had not 
made sufficient allowance for such omissions, altho both 
the law and the arguments were obscure concerning the 
precise duty of the commission in this respect. Asa matter 
of fact, the commission had made allowance for omitted 
and undervalued property, and the Supreme Court found 
that no evidence adduced by the railroad attorneys de- 
stroyed the presumption in favor of the commission’s com- 
putations as they had actually been made. On the contrary, 
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the court suggested that possibly the tax commission had 
exceeded its authority in making allowances for property 
omitted by local assessors. 

The board [tax commission] in endeavoring, as before indicated, 
to remedy the supposed mistakes of the local assessors as to omitting 
to assess property at all, perhaps assumed authority not clearly ac- 
corded to it. However, there is no proof that such omissions, if there 
were any, occurred otherwise than as the result of mere ignorance or 
error of judgment in a good faith attempt to administer valid laws. 
Such circumstances afford no good ground for complaint on the part 
of a tax-payer to avoid his tax (p. 575). 

(3) In Wisconsin, at the present time, mortgages on real 
estate are taxed according to the Massachusetts method; 
t.e., @ mortgage is declared to be, for purposes of taxation, 
an interest in the realty by which it is secured, and the 
mortgagor and mortgagee are permitted to arrange between 
themselves who shall pay the tax. If no such arrangement 
is made, the tax must be paid by the mortgagee. The rail- 
roads rested one of their principal arguments upon the 
fact that in this connection they were not accorded the 
same privileges as other mortgagors, and that “no diminu- 
tion of the value of railroad property could be or was made 
. .. because of encumbrances thereon of a mortgage nature.” 
The court overruled this plea on the general ground that 
differentiation between railroads and other mortgagors is 
reasonable classification, and hence not repugnant to the 
equality provisions of the Wisconsin and federal Constitu- 
tions. According to sound economics, and, in particular, 
according to the views of the Wisconsin courts concerning 
the nature of railroad property (which is treated as pre- 
dominantly personal), railroad bonds are mortgages rather 
upon personalty than upon realty; and mortgages secured 
by personal property in Wisconsin are not taxed as an in- 
terest in the personalty. Moreover, there are other funda- 
mental differences between railroad bonds and real estate 
mortgages. 

Railroad mortgages, so-called, are, as a rule, trust deeds, securing 
millions of dollars in bonds distributed through a wide extent of 
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country, and, in many cases, among people in many countries, the 
owners in the aggregate numbering up into the thousands. It is easily 
seen that to apply such a law as the one in question to such a situation, 
requiring each bondholder to be regarded as the owner of so much value 
in railroad property as his bonds called for, and to tax him accordingly, 
would be more than impracticable, it would be impossible as regards 
producing any real beneficial effects (p. 583). 


(4) From what has been said above, it is apparent that 
the rate of taxation upon railroads is affected by the prop- 
erty taxes collected in every taxing district of the State, 
altho there are many towns and villages which the 
railroads do not reach. The railroads attacked the law 
vigorously at this point, maintaining that it gives “special 
property a general situs,” and makes their burden of taxa- 
tion dependent upon the expenditures of jurisdictions in 
which they possess no property and from which they re- 
ceive no benefits. In rejecting this argument, the court 
acknowledged that it was not within the power of the 
legislature to give a capricious or arbitrary situs to property 
for purposes of taxation, but held that the commanding 
position of railroad corporations, 


the universality and closeness of their touch with the every-day life 
of the people, the mutual relations of dependence for well-being both 
as to persons and property, reaching the State at large, the needs of 
such corporations as to support and protection, the significant degree 
in which the administrative energy of all departments of the State is 
devoted to affairs concerning their regulation and well-being, and their 
public privileges springing from the whole people, warrant the ex- 
ercise of legislative power, giving to their property for the purposes of 
taxation a general situs, and applying thereto the average rate of taxa- 
tion throughout the State. . .. (p. 559). 


Moreover, the court held that the local districts are not 
in a practical sense deprived of revenue to which they are 
justly entitled. The tax on railroad property retained by 
the State government enables the latter to dispense almost 
entirely with the levy of ordinary property taxes, and by 
a theory of “constructive accounting” the tax on railroad 
property may be regarded as equivalent to property taxes 
which the State would be compelled to collect from the 
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local governments if the latter were permitted to tax rail- 
road property. This theory of “constructive accounting,” 
like the court’s doctrine of the impossibility of disasso- 
ciating tangible from intangible values, will bear a good 
deal of study. 

III. The case of Nunnemacher v. State brought once 
more before the courts the constitutionality of progressive 
inheritance taxation in Wisconsin. An earlier inheritance 
tax had been declared unconstitutional by the Supreme 
Court because the rates were graduated in accordance with 
the value of the entire estate,and not in accordance with the 
value of the separate shares.' In 1903, however, the legis- 
lature passed another law (ch. 44, p. 65, Laws of 1903) in 
which the rates were graduated according to the relation- 
ship of the beneficiary of the decedent and the size of the 
particular legacy or inheritance.2 The law was sustained 
by the court, altho it is highly progressive, the rate reaching 
practically 15 per cent. upon shares in excess of $500,000 
passing to very distant relatives or strangers. 

Progressive inheritance taxes have now been sustained 
in so many States, and the grounds upon which such ap- 
proval rests are so generally understood, that the Wisconsin 
case deserves no special notice except for its vigorous re- 
pudiation of the principal theory upon which the decisions 
in most other States have been based. To put the matter 
briefly, the tax was attacked upon the ground that “the 
right to take property by inheritance or by will is a natural 
right protected by the constitution, which cannot be wholly 
taken away or substantially impaired by the legislature.” 
The validity of this general argument was emphatically 
affirmed by the court. None the less, the law was sustained 
upon the ground that the particular inheritance tax in 
question does not annul or substantially impair the constitu- 
tional right to take property by will or inheritance. 

The doctrine laid down by the Wisconsin court has a 
familiar tone. Our government is the “product of a social 


1 Black v. State, 113 Wis. 205. 


2 See the account of this act in the article by Dr. S. Huebner in this Journal, 
vol. xviii. pp. 540-541 (August, 1904). 
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compact,” adopted to preserve and maintain inherent 
rights existing prior to and independent of all govern- 
ment. And among these fundamental rights must be num- 
bered the right to dispose of property by will. 


The biblical writings show the exercise of the right from the times of 
Abraham, and Mr. Schouler in his book on Wills (2nd Ed.), § 13, says 
that history “confirms the opinion that the practice of allowing the 
owner of property to direct its destination after his death, at least of 
imposing general rules of inheritance, is coeval with civilization itself, 
and so close, in fact, upon the origin of property and property rights 
as not to be essentially separated in point of antiquity.”. . . So clear does 
it seem to us from the historical point of view that the right to take 
property by inheritance or will has existed in some form from the time 
when the memory of man runneth not to the contrary, and so conclu- 
sive seems the argument that these rights are a part of the inherent 
rights which governments, under our conception, are established to 
conserve, that we feel entirely justified in rejecting the dictum so 
frequently asserted by such a vast array of courts, that these rights are 
purely statutory and may be wholly taken away by the legislature. 
It is true that these rights are subject to reasonable regulation by the 
legislature, lines of descent may be prescribed, the persons who may 
take as heirs or devisees may be limited, collateral relations may, 
doubtless, be included or cut off, the manner of execution of wills may 
be prescribed, and there may be much room for legislative action in 
determining how much property shall be exempted entirely from the 
power to will so that dependents may not be entirely cut off. These 
are all matters within the field of regulation. The fact that these 
powers exist and have been universally exercised affords no ground 
for claiming that the legislature may abolish both inheritance and wills, 
turn every fee-simple title into an estate for life, and thus, in effect, 
confiscate the property of the people once every generation (pp. 
629, 630). 

The tax, in short, was justified because the legislature 
has a right réasonably to regulate and tax transfers of prop- 
erty, and not because, as the Supreme Court of the United 
States has said, “the right to take property by devise or 
descent is the creature of [positive] law.” “We are fully 
aware,” says the Wisconsin court, “that the contrary 
proposition has been stated by the great majority of 
courts of this country, including the Supreme Court of the 
United States. The unanimity with which it is stated is 
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perhaps only equalled by the paucity of reasoning with 
which it is supported” (p. 628). 

In Wisconsin, hereafter, inheritance taxes must be reason- 
able as judged by the economic and political philosophy of 
the courts. This decision takes from the legislature another 
power, whose exercise, it has hitherto been thought, was 
committed to its discretion and wisdom, and places it among 
the powers which must be exercised hereafter in final con- 
formity with the discretion and wisdom of the judiciary. 
The decision may shock the economist. But it is hard to 
resist the reasoning of the Wisconsin court. It may be un- 
fortunate that ours is a government of restricted powers, 
and that the final decision as to the extent of those powers 
rests with the judiciary rather than the legislature. But, 
admitting the legal necessity for a group of constitutional 
rights to life, liberty, and property, it seems impossible 
logically to exclude from that group the right to will prop- 
erty in a reasonable way, with its complementary right of 
receiving property by will or bequest. 

T. S. Apams. 
UNIVERSITY OF WISCONSIN. 
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ence on class ity or Utopian 
na: Paris: 
190. 1é6mo. 5 fr. 
att tay account of his life 
ScHMOLLER(G.). Principes d’écon- 
omie yy Tome IV. Tra- 
L. Polack. Paris: Giard 
et re. 1907. 8vo. 10 fr. 
Snaanp (F.). Le salaire des ou- 
vriers des mines de charbon en 
ue : 
1907. 8vo. pp. 520. 
STIEDA (W.) Die Nationaloekono- 
B. G. 
pp. 419. 10m. 
[Published in the Abhandl. 
kdénigl. sichsischen Gesellsc 
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Il. THE LABOR PROBLEM. 


Appams (Jane). 
Peace. New 
Co. 1907. pp. 243. 

[A series of essays upon eco- 
nomic and municipal proble 
tracing the development of ‘‘ mo 
substitutes for war.” 

Ancry (C.). Les accidents et les 
maladies dutravail. Paris: Rous- 
seau. 1907. 8vo. pp. 205. 4 fr. 

Beaumont (W. M.). Injuries of 
the Eyes of the Employed and the 
Workmen’s Compensation Act. 
London: H. K. Lewis. 1907. 8vo. 


Newer Ideals of 
York: Macmillan 


pp. 168. 5s. 

BELL (Lady). At the Works: A 
Study of a Manufacturing Town. 
London: E. Arnold. 1907. 8vo. 
pp. 288. 6s. 

Bonneroy (G.). Le re hebdo- 


madaire. Etude théorique et cri- 
tique de la joi du 13 juillet 1906. 
Paris: Marchal et B - 1907. 
8vo. 5 fr. 

Boot (Charles). Old Age Pen- 
sions and the Aged Poor. Lon- 
don: Macmillan. 1907. 8vo. 2s. 
net. 


[Reissue. ] 
Couuin (P.). Apercus sur le vaga- 
mn Effets, causes, remédes. 
Paris: Rivitre. 1907. 12mo. 


1.50 fr. 
*Fromont (L. G.). Une expérience 
industrielle de réduction de la 
urnée de travail. Litge: Vail- 

t-Carmanne. 1906. pp. 106. 
2.50 fr. 

[A detailed and es account 
of an experiment in asingle chemi- 
cal factory in Belgium, hours 
being reduced from 10 to 8 and 
less, without loss in output and 
with gain in every other respect. ] 

GERMANY (Official). Der Tarifver- 
trag im Deutschen Reich. Bear- 
beitet im kais. statist. Amt. 
Berlin: C. Heymann. 1907. 3 
vols, 8m. 

An elaborate and valuable offi- 
cial report on trade agreements. 
Vol. I. is introductory and histori- 
cal with accounts of experience in 
other countries; iI. analyzes sys- 
tematically German agreements; 
III. gives the text verbatim o 
180 such agreements. } 


GécutTine (E.). Das landwirt- 
schaftliche Genossenschaftswesen 
in der Provinz Sachsen. Halle: 
1906. pp. 341. 

m. 

[A Tiibingen Ph.D. thesis, giv- 
ing a detailed and ne. 
count of this part of the co-opera- 
tive movement. ] 

(H.), Die Einwirkung 
der Arbeiterversicherung auf die 
Knappschaftsvereine. 
C. L. Hirschfeld. 1906. pp. 288. 


6.60 m, 

[In Abhand. aus dem staatsw. 
Seminar zu Miinster, ed. by 
Heckel. Considers chiefly the 
mutual aid societies of the Ruhr 


district. ] 

Hapsoop (H.). The Spirit of 
Labor. New York: eld & 
Co. 1907. pp. 410. $1.50. 

[An interesting study of the life 
and character of a “typical” 
trade unionist. ] 


Hurcuins (B. L.) and Harrison 


(A.). History of Factory 
lation. London: P. S. King. 
1907. 8vo. pp. 390. 3s. 6d. net. 


[New edition. ] 

(Fanny). Die Tarifvertrige 
zwischen und Ar- 
beitnehmern in Deutschland. 
—_ G. Fischer. 1907. pp. 165. 

m. 
——. Kritisches und Positives 


zur der Arbeitslosenfiir- 
so ena: G. Fischer. 1907. 
pp. 71. 1.20 m. 

Nort (M.). La limitation des 


heures de travail. Paris: Giard 
et Britre. 1907. 8vo. 6 fr. 
[History of legislation in France, 
and discussion of principles. ] 
Pasuitnow (K. A.). Die Lage der 
arbeitenden Klasse in Russland. 
Eine historische Darstellung von 
1861 bis zur Gegenwart. Stutt- 
Dietz. 1907. pp. 308. 


Translated from the Russian, 
and issued by the well-known pub- 
lishers of socialist literature. ] 

PorpvINn (M.). Guide pratique en 


matiére d’accidents du travail, & 
Pusage des patrons, employés et 


; 
| 
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RAUSCHENBUSCH (Walter). Chris- 
tonite and the Social Crisis. 
New York: Macmillan. 1907. pp. 
was long a 

e 
working people in 


New 


Tnsiste upon the mutual moral 
ae loyer and la- 
Academy of 

Menai and Political Sciences. 


prim. 

Scutoss (David F.). Methods of 
Remuneration. London: Will- 
bow &N. 1907. 8vo. pp. 466. 


eat revised and: en- 
larged. Pop’ reissue. 

Scutirz (J. H.). Praktische Sozial- 

aus allen Standen vom 


me bis zur Werkstitte. Co- - 


P. Neubner. 4to. pp. 

30 m. 

Smita (Goldwin). Labour and 
Capital. New York: Macmillan 
Co. 1907. pp. 38. 50 cents. 

nt of a thoughtful letter 
toa“ r friend.’’] 

SpPEnceER (M. G.) and Faux (H. 
Employment Pictures from the 
Census. London: P. S. King. 
1907. 8vo. 2s. 6d. net. 

et que de ion 

ons de retraite. Avec ia col- 

ration de MM. Basset, Smet, 
et Carritre. Paris: Libr. admin- 
Dupont. pp. 

VANDERVELDE La 
ouvriére. comets 


16mo. pp. fr. 
Life and Labour 
of India. London: 
907. 8vo. pp. 376. 
12s. net. . 


In Periodicals. 


, ADLER (F.), Linpsay 
eC.), and others. Child 
ae, Ann. Amer. Acad., Jan. 
[A series of nineteen contribu- 
tions on various aspects of the 
question of child labor; the social 
attitude toward the problem ; 
phys ysical effects of child uber; leg- 
tion and its enforcement: the 
situation in specific industries. 
The contains an ab- 
stract of existing legislation.] 

Bacon (M. A.). The Problem of 
the Southern Cotton Mill. Atl. 
Monthly, Feb. [A sketch of social 
conditions and of types of the 
cotton operatives in the factories 
of the South.] 

BEVERIDGE (W. H.). Labour Ex- 
changes and the ‘ay 
Econ. Journ., March the 
wor of the ee, Bureau 
established in London under the 
of = a 
on, argument avor of a 
very wide use of this method of 
combating the evil of unemploy- 
ment.] 

CiarK (L. D.). Laws of Foreign 
Countries relating to Employees 
on Railroads. ull. U.S. Dept. 
Labor, Jan. [A digest of foreign 
legislation concerning railroad 
employees, arranged by topics and 
by countries. 

Conner (J. E Public Em- 
—— Offices in the United 

tates. Bull. U.S. Dept. Labor, 
Jan. [An article of 115 pages re- 
viewing the functions performed 
ices in the United States, pre- 
senting some a data and 
suggesting e reforms. 

John). The. trade 

nion Programme 
ened Selfishness.’’ Journ. Polit. 
Econ., March. [Some plain speak- 
ing on trade union selfishness: 
their p is one ‘of action 
rather than of inspiration.’’] 

De.court (R.). Das neue franzé- 
sische Gesetz iiber den Ruhetag 
der Arbeiter. An des Deutsch. 


As’ of the 
Problem. estminster 
Rev., March. [Of slight value.] 


ouvriers. Paris: Rivitre. 1907. 
12mo. pp. 216. 2 fr. 

PrRaNaRD (Ch.). Etude sur les 
building associations américaines. 
Paris: Rousseau. 1907. 8vo. 
pp. 236. 5 fr. 

RoGuENANT (A.). Patrons et ouv- 
riers. Paris: Victor Lecoffre. 

en France et le risque guadeaion: 
nel. Poitiers: Soc. franc. d’im- 
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Grtnspecat (D.). Die Entlastung 
der Offentlichen Armenpflege 
durch die Arbeiterversicherung. 
Jahrb. f. Nat. Oek., Jan., March. 

Haun (G.). Ernst Abbe als Sozial- 
politiker. Zeitschr. f. d. ges. 
Staatsw., 1907, Heft 1. 

Henperson (C. R.). Industrial 
Insurance. I. The Extent and 
Nature of the Demand for a Social 
Policy of Workingmen’s Insur- 
ance. II. Local Relief Societies. 
Amer. Journ. Sociol., Jan., 


Herron (B. M.). Factory Inspec- 
tion in the United States. Amer. 
Journ. Sociol., Jan. 

HEIssnER (W.). Die Gewinnbetei- 
ligung der Arbeiter in Deutsch- 
land. Ann. des Deutsch. Reichs, 
1907, 1 and 2. 


Lair (M.). Les ouvriers é 
dans l’agriculture francaise. 
Econ. Intern., March. 

Lux (K.). Arbeiterbew und 
Arbeiterpolitik in Australasien 


von 1890-1905. Archiv f. Sozialw., 
1907, Heft 1 and 2. 

MALLOocE, W. H. The Intellectual 
Condition of the Labour Party. 
Monthly Rev., Jan., 1907. [Con- 
cluding article. } 


OERTMANN (P.). Zur Lehre vom 


Tarifvertrag. Zeitschr. f. Socialw., 


Jan. 

Orta (S. P.). The Alien Contract 
Labor Law. Polit. Sci. Quart. 
March. [On the liberal judicial 
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constructions of this statute, which 
illustrate the American spirit of 
equality toward the immigrant. ] 

Reais (A.). Un’ inchiesta sul riposo 
festivo. Riforma Soc., March. 

Sonravi (A.). La previdenza all’ 
esposizione di 0. Riforma 
Soc., Jan., Feb. 

SCHMOLLER (G.). Ernst Abbes 
Sozialpolitische Schriften. Ein 
Beitrag zur Lehre vom Wesen und 
Gewinn der modernen Grossunter- 
nehmung und von der Stellun 
der Arbeiter in ihr. Jahrb. f. 
Gesetzg., 1907, Heft 1. [Calls at- 
tention to the importance of 
Abbe’s contribution to the solu- 
tion of the labor problem, espe- 
cially in his organization of the 
Carl Zeiss 

(J.). Crucial Issues in Labor 
Litigation. Harv. Law Rev., XX., 
4,5, and 6. [An important series 
of articles upon fundamental 
points of labor law.] 

THompson (C. W.). Labor in the 
Packin Journ. Polit. 
Econ., Feb. [A description of the 
labor conditions in Chicago, fol- 
lowed by a sketch of the Butchers’ 
Union in the country at large. 

ZAuN (F.). L’assurance ouvriére 
allemande a-t-elle répondu & son 
attente? Rev. Econ. Intern., Jan. 
[Enthusiastically favorable. ] 

ZWIEDINECK - SUDENHORST (O. 
von). Zur Reform der Volks- 
versicherung. Zeitschr. f. d. ges. 
Staatsw., 1907, Heft 1. 


III, SOCIALISM. 


BERENs (L. H.). 
ment in the Days of the Common- 
wealth. As revealed in the writ- 
ings of Gerrard Winstanley, Dig- 

Tr, Mystic, Social Reformer. 
ndon: — Marshall. 1906. 


. 259. Ts. 6d. 
Pra detailed account of an early 
and Sorgetee Utopia, of 1649, to 
which Bernstein has already 
called attention in 1895. 
CosEenTIn1 (F.). La_philosophie 
socialiste et sa revision critique. 
(A propos des publications itali- 
ennes récentes.) Paris: Giard et 


Britre. 1907. 8vo. 1.50 fr. 


Daviss(R.E.). The Life of Robert 
Owen, Philanthropist and Social 
Reformer. London: R. Sutton. 
1907. Royal 16mo. pp. 64. 1s. 

Dazet (G.). Lois collectivistes 
VYani19... Paris: Cornely. 1907. 
16mo. pp. 320. 3.50 fr. 

Ensor (R. C. K.). 
ism, as set forth by Socialists in 
their Speeches, ritings, and 
Programmes. London: Harper. 
1907. 8vo. pp. 444. 5s, net. 

[2d edition, revised and en- 


Facurt (E.). Le socialisme en 


| 
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1907. Paris: Soc. franc. d’imprim. 
1907. 18mo. 3.50 fr. 


(E.). L’individu, las- 
sociation et 1’ Paris: Alcan. 


Gorxy (M.). The Individualists. 
Maclaren: London. 1907. 


8vo. 
Harpre (J. K.). From Serfdom to 
Socialism. London: G. Allen. 


1907. 12mo. pp. 142, Is. net. 


(G.). uisse 
@’évolution 


Rivitre. 1907. 8vo. 2 fr. 
depend Fed Labor. Party i008. 
en 
pp. 182. 1s. 6d. net. 


RENARD (G.). La de 
te 


ScHWECHLER(K.). Die oesterreich- 
Entwickel ihr Programm, ihre 
ung, 
t. Graz: “‘Styria.” 1907. 


12mo. pp. 96. 
Wrrxon (Sir Henry). The Pattern 


Socialist’s 
Allen. 1907. ( 4° The hts 


ae New York: Macmillan. 

Pp. 172. $1.00. 

study of the 
istic agitation 

= = influence of democ- 


racy.] 

Zacco (G.). Cooperazione e social- 
ismo in rapporto al problema 
economico ssiciliano. Modica. 
1906. Svo. pp. 128. 2.501. 


In Periodicals. 


(J. G.). Recent Social- 
Literature. Atl. Monthly, 

Feb, [An essay prompted by 
the — of Edmond Kelly’s 
“Practical Programme for Work- 


James Mackaye’s 
of John 
and Jean 
ALCHAS. mperial Democracy 
and Socialist Revision. Fort. 
Rev., March. [‘‘The profound 
moral weakness of German social- 
ism... is that it isa party neither 
of revolution nor of reform. ig 
CaneEL (F.). A Scrutiny of Social- 
ism. Monthly Rev., March. 
MicuHeE ts (R.). Historisch-kritische 
Einfiihrung in die Geschichte des 
Marxismus in Italien. Archiv f. 
Sozialw., 1907, Heft 1. [A valu- 
able survey of the literature. 


rt. 


Rev. April. 1907. 


IV. LAND AND AGRARIAN PROBLEMS. 


(F. D.). Book of 
History, Culti etc. New 
— K. Paul. 1907. 


(Heft II. of the Studien edited 
by K. Griinberg, of Vienna. A 


about 1850, of small and | 
holdings and of Teilbarkeit.”” 


EsrrstapT (R.). Die 


lies 

im neuzeitlichen — 

Untersuchung .. . zugleich Ab- 

wehr der gegen Wohnungsreform 

Angriffe. Jena: G. 

her pp. p. 224. 4m. 

[Opposes Mietskaserne,”’ 
and criticises enanaly the publica- 
tions of A. Voight; see below, 
under that name. 

GRanDEAU (L.). L’ ture et 
les institutions agricoles du monde 
au commencement du X X° siécle. 


the Cameralists thru Thaer to Geen (FE). How I work my 


1907. S8vo. 6 fr. 
générale des 
ences sociales. 
| 
\ 
Paris: Rouff. 1907. S8vo. 5 fr. 
wel latest volume of the His- 
n Socialiste edited by Jean 
i Jaures. 
{ 
Crevat(J.). Les conditions d’irri- 
gation rationnelle. Paris: Be- 
ranger. 1907. 8vo. 2 fr. 
CRONBACH (Else). Das landwirth- 
schaftliche Betriebsproblem in 
der deutschen Nationaloekonomie 
bis zur Mitte des 19 Jahrhundert. 
Vienna: C. Konegen. 1907. pp. 
338. 15m. 
nstaking summary of the dis- 
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Small Farm. London: Fifield. 


nteresting and of practi- 
tna 

Hermes (A.). Der Teilbau in 
Frankreich. Jena: G. Fischer. 
1907. pp. 271. 7m. 

[In Abhandl. des Staatsw. Semi- 
nars zu 

JEeBB (L.). ow Landlords can 
create Small Holdings. Some Ex- 
amples. London: Murray. 1907. 
8vo. pp. 64. Sewed. . net, 

4 e Working of the Small 
Holdings Act, with S tions 
for its Amendment. mdon: 
Murray. 1907. 8vo. pp. 102. 
Sewed. 1s. net. 

Kesset (T. E.). The Agricultural 
Labourer. Summary of his Po- 


Pp. 

[4th edition, abridged, with new 
Preface (Social Science Series).] 
McConneE.t (Primrose). Diary of 

a Working Farmer. True History 
of a Year’s Farming in Essex. 
Lenton: Cable Printing Co. 1907. 

304. 6s. net. 

Mitzer ). Die Landwirthschaft 
im Sachsen-Altenburg. 
. Braun. 1907. pp. 

In Volksw. Abhandl. der bad- 

en 

Rocaquieny (Comte de). Les syndi- 
cats agricoles et leur ceuvre. 2™¢ 
édition augmenté d’une préface 

t le mouvement de 1900 & 
Paris: Colin. 1907. 18mo. 


: Giard et 
[Collection des doctrines poli- 


ti 
WEIS i, .). Die Gemarkungs-, 
Bau- und Wohnungs- 
politik "der Stadt Mannheim seit 


mi Ta Abhand! der bad- 

en Hochschulen. } 

YERMOLOFF (A. Russie agri- 
cole devant la crise agraire. Paris: 
Hachette. 1907. 8vo. 5 fr. 


In Periodicals. 


BUNZEL Die Landarbeiter- 
beiterfrage in Ur 
arbeite: n Ungarn iv 
f. Sozialw., 1897. Heft 2. 
Capriati (A.). Conti culturali e 
grano. Riforma Soc., 


March. 

Date (J. A.). Bonneville. Econ. 
Rev., Jan. [Description of an 
artisan village in which the land 
by a Village 

rust, 

Frreuson (R. Munro). The Small 
Holdi: Committee’s Report. 
Indep. Rev., Feb. [Criticism | 

ForpHaM (Ernest O.). The 
Hold Committee’s Report. 
v., Feb. of.] 

(J. Michael 

Land Problem and How it m 
be Effectually Solved. Wes' 
ster Rev., Feb. 

MorGAan (Sampson). Small Fruit 
Farms for England. Fort. Rev., 
Feb. [Urges the og oy of such 
farms as the acea for agricult- 
ural distress. 

Riforma Soc., [A 

in the of 


es. ] 
—— (F. G.). Il demanio 
forestale dei comuni e la loro atti- 
vita economico. Riforma Soc., 


March. 

Voreut(A.). Zum Streit um Klein- 
haus und Mietskaserne. Kritische 
Blatter, Feb. [A very contentious 
review of Eberstadt’s book (noted 
above) and defence of Voight’s po- 
pres as stated in his Kleinhaus 

Mietskaserne (1905) and else- 


1907. 8vo. pp. 92. 2s. net. j 
Hatt (Bolton). Three Acres and : 
Liberty. New York: Macmillan. : 
1907. pp. 435. $1.75. 7, 
/ 
| | 
pp. 450. 4 fr. 
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V. POPULATION AND MIGRATION. 


Paul). 
zur bewegung 

Braun. 1907. 280. 


[c rehensi tigation 
omprehensive ves on 
of mortali and birth 


movement of population. } 

Rew (R. H.). e in the A 
cultural Population of Great Brit- 
Wyman. 

. 8d. 
[Map.] 
In Periodicals. 

Batcu (E.G.). Our Slavic Fellow 
citizens. ties, April. 
first cha: of a sketch the 
history vic ] 


(A.). L’ emigrazione in- 
uffici governativi di 
Riforma Soc., Feb. 

CRACKANTHORPE Pop- 
ulation and Progress. Fort. Rev. dal 
Feb. [Continued from Decem! 
number. ] 

MONTEMARTINI (G.) . Tl fenomeno 
migratorio e |’ intervento dello 
stato. Giorn. degli Econ., Jan. 

Ross (E. A.). Western Civilization 
and the Birth- 
Sociol., March. 

SPENDER (J. A.). Population and 
Agriculture. ort. Rev., Jan. 

the causes of the de- 
en) of the agricultural popula- 
on. 


[VI. TRANSPORTATION. 


ow (Oliver E.). The Chan- 
nel Ferry. London: Rees. 1907. 


nancier. 8 et 

trans en com- 

mun a Paris: Ri 

UNDY " e Earning 

Power of 1906. New 

litan Advertising 


686. $2.25. 
‘phe int latest addition to the series 
of Selections and Documents in 


mit der Schweiz. Karls- 


ruhe: G. Braun. 1907. pp. 52. 
1.20 m. 
In Volksw. sient. der bad- 


en Hochschulen. 
WITTENBERG (M.). Die deutsche 
Reederei in ihrer wirtsch. Gestalt- 


“Finns Dimmler. 10 m. 


In Periodicals. 


BRADFORD (E. S.). Prussian Rail- 
way Administration. Ann. Amer. 
Acad., March 


BuRLzET (C. de). Les de 
en 
m. Intern., Feb. [A favorable 
description of the subsidized local 


railways in 
es 
Ann. 


CAvANAG (J. 
Acad., March. 4 for 
dealing with the problem, pro- 


e Superintendent of 

Bar Serve of the C., C., C. & St. 

cour. (A. The Economic 

the Pennsylvania 

into New York 

Amer. Acad., March. 

[Exp! from the standpoint of of 
of the railroad, the 


rate. Amer. Journ. 


statistics, with a of the _ 
| British 
per ‘ore the 
Chamber of Commerce in Paris on 
Oct. 27, 1906.] 
LaMBERT (H.). Le réseau de |’est. 
Précis historique, statistique, et fi- 
o 1 . 
Prattr(E. A.). German versus Brit- 
ish Railways, with Special Refer- 
ence to Owners’ Risk and Traders’ 
Claims. London: P. 8S. King. 
1907. 8vo. pp. 72. 1s. net. 
(William Z., editor). Rail- 
: Problems. Boston: Ginn & 
Tran ter Z 
spo ~~ ugrun- 
annheimer Getrei- 
| 
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reasons for undertaking the tunnel 
extension. 

Conway (T., Jr.). The Electrifica- 
tion of American Railroads. Ann. 
Amer. Acad., March. 

(S. G.). Rail- 
way Rate-making and its Results. 
Ann. Amer. Acad., March. 

Jounson (E. R.). Public Regula- 
tion of Street lway Transpor- 
tation. Ann. Amer. Acad., March. 
mages methods of regulation 

ere and abroad, discusses the 
relative advantages of municipal 
and private ownership, and has 
appended a selected bibliography.] 


Novuvion de). Le rachat des 
cheminsdefer. Journ. des Econ., 
March. ([Criticises government 
Management as unremunerative 
and fostering protection. ] 

(H. §.). Rate Control 
under the Amended Interstate 
Commerce Act. Ann. Amer. 
Acad., March. 

VIALLATE (A.). How France pro- 
tects her Merchant Marine. No. 
Amer. Reyv., Jan. [An historical 
survey of the measures adopted b 
France, especially in the last half- 
century, to stimulate her shipping 
engaged in foreign commerce. 


VII. FOREIGN TRADE AND COLONIZATION. 


CuNNINGHAM (W.). The Wisdom 
of the Wise: Three Lectures on 
Free Trade Imperialism. New 
-— G. P. Putnam’s Sons. pp. 

[Replies, from the “tariff re- 

former’s” point of view, to 

speeches by R. B. Haldane, S. 

Strachey, and Lord Rosebery. 


GERBINO (G. de Francisci). Com- 


mercio internazionale e politica 
commerciale. Palermo: A. Reber. 
1907. pp. 487. 

[The opening chapters are on 
the theory of international trade; 
the bulk of the book on protection 
and free trade, duties on grain, 
the history, forms, and causes of 
protection. The attitude is anti- 
protectionist; the treatment schol- 
arly and clear, but not novel.] 

Hopson (J. A.). The Fruits of 
American Protection. New York: 
Reform Club. London: Cassell 
& Co. 1906-07. pp. 56. 3d. 

[A pamphlet published in 1906 
by the New York Reform Club, 
and reprinted in 1907 by the Co 
den Club; on the rise in prices due 
to protection, ‘‘dumping,” and 
trusts. ] 

Jonss (L. A. Atherly). Commerce 
in ar. London: Methuen. 
1907. Royal 8vo. pp. 676. 2is. 
net. 

Kosatscn (R.). Internationale 
wissensch. Erklirung auf entwick- 


elungsgeschichtlicher Grundlage. 
Manz. 1907. pp. 501. 
2m 


LETHBRIDGE (Sir Ropes). India 
and Imperial Preference, with 
Statistical Tables. London: 
Longmans. 1907. 8vo. pp. 120. 
2s. 6d. net. 

Murray (Alice Effie). History of 
the Commercial and Financial 
Relations between England and 
Ireland from the Period of the 
Restoration. London: P. S. King. 
1907. 8vo. pp. 504. 3s. 6d. net. 

[New edition.] 

Prerce (Franklin). The Tariff 
and the Trusts. New York: 
Macmillan Co. 1907. pp. 387. 
$1.50. 

[A vigorous attack upon trusts 
and the injustices of the present 
tariff. Author is a member of the 
New York bar.] 


In Periodicals. 


Juin (A.). De quoi se com le 
commerce extérieur de la Sites. 
Rev. Econ. Intern., March. [Care- 
ful analysis of Belgian foreign 
trade.] 

MELINE (J.). Traités de commerce 
et conventions commerciales. Rev. 

on. Intern., Jan. [A summary 
review of the changes in the 
world’s commercial policy during 
the last two centuries.] 


| 
| 
| 
; 
| 
| 
| 


512 QUARTERLY JOURNAL OF ECONOMICS 
(B.) et ARrmingoy (P.). (L.S.). Our Trade Relations 
Lecommerce extérieur de |’ \ South America. No. Amer. 
Rev. d’Econ. Pol., Jan., Feb. bo , March. 
the on of Egypt's TARBELL (Ida M.). The Tariff in 
trade in transit, and the gro our rte: American M in 
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